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(1)

THE SERVICES ACQUISITION REFORM ACT
[SARA]

THURSDAY, MARCH 7, 2002

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TECHNOLOGY AND PROCUREMENT

POLICY,
COMMITTEE ON GOVERNMENT REFORM,

Washington, DC.
The subcommittee met pursuant to call, at 2:25 p.m., in room

2154, Rayburn House Office Building, Hon. Tom Davis (chairman
of the subcommittee) presiding.

Present: Representatives Davis, Horn, and Turner.
Staff present: Melissa Wojciak, staff director; Victoria Proctor,

professional staff member; Amy Heerink, chief counsel; Mark Ste-
phenson, minority professional staff member; and Jean Gosa, mi-
nority assistant clerk.

Mr. DAVIS. I apologize for being late. I was summoned to the
Speaker’s office and I leave when he tells me I can leave. I think
you know what that is like.

I want to just say good afternoon and welcome to today’s legisla-
tive hearing on H.R. 3832, the Services Acquisition Reform Act. To-
day’s hearing builds on others conducted over the past year on the
continuing barriers government agencies face in acquiring the
goods and services necessary to meet mission objectives. SARA is
intended to assist agencies in overcoming those barriers by adopt-
ing better management approaches in purchasing tools govern-
mentwide to facilitate the efforts of acquisition managers in meet-
ing agencies’ goals.

I am going to put the rest of my statement in the record so that
we can move ahead, and yield to Mr. Turner for any statement he
may wish to make.

[The prepared statement of Hon. Thomas M. Davis follows:]
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Mr. TURNER. Mr. Chairman, I will do the same in the interest
of time.

Mr. DAVIS. Thank you. We may end up being ahead of where we
were when you—[laughter]—Mr. Horn, you are welcome to make a
statement.

Mr. HORN. I will bypass (off-mic).
We had a hearing on the problem of the interest cards, and I see

in here that $2,500 is the mark at this point and it wants to go
to $25,000. We have had a real situation with the Navy that is just
irresponsibility, and so we need to somehow get accountability and
responsibility.

Mr. DAVIS. Thank you. I think the question is, how do you find
the right balance and not running for paperwork every time you
need some little item, but at the same time making sure people are
accountable for what they do.

I am going to call—yes, Mr. Turner.
Mr. TURNER. I had a statement handed to me by Representative

Dennis Kucinich. I would like to offer it into the record.
Mr. DAVIS. Without objection, it will be put in the record.
[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Mr. TURNER. And if I could also offer my statement as well,
which also includes a request from the minority that three items
be included in the record that I might mention, first, the comments
of the Inspector General at the GSA dated March 5, 2002, which
refers to several provisions of the bill; second, the minority would
request inclusion of the Acquisition Reform Report prepared by the
Project of Government Oversight; and finally it is my understand-
ing that the Inspector General at the Department of Defense is pre-
paring written comments on the bill which should be ready within
a few days, and we would ask that they also be included in the
record.

[The prepared statement of Hon. Jim Turner follows:]
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Mr. DAVIS. Thank you.
I am going to call our first panel of witnesses. As you know, it

is the policy of the committee that all witnesses be sworn before
you testify. If you would rise with me and raise your right hands.

[Witnesses sworn.]
Mr. DAVIS. Thank you. Be seated.
To afford sufficient time for questions, if you would try to limit

yourselves to no more than 5 minutes for your opening statement.
All written statements will be made part of the permanent record,
and without objection, Mr. Turner, the items that you have just
presented will be put in the record.

We will begin with Mr. Woods, followed by Mr. Perry, Mr. Styles
and Ms. Lee. Thank you.

STATEMENTS OF WILLIAM WOODS, DIRECTOR FOR ACQUISI-
TION AND SOURCING MANAGEMENT, U.S. GENERAL AC-
COUNTING OFFICE; ANGELA STYLES, ADMINISTRATOR, OF-
FICE OF FEDERAL PROCUREMENT POLICY; STEPHEN
PERRY, ADMINISTRATOR, U.S. GENERAL SERVICES ADMINIS-
TRATION; AND DEIDRE LEE, DIRECTOR OF PROCUREMENT,
U.S. DEPARTMENT OF DEFENSE

Mr. WOODS. Thank you, Mr. Chairman.
We appreciate the opportunity to be here today to participate in

the hearing on the Services Acquisition Reform Act of 2002. The
bill’s proposals focus on strengthening the acquisition work force,
moving toward a performance-based contracting environment, and
improving the management of service acquisitions. Each of these
areas is in need of improvement and we support the efforts of the
subcommittee in addressing them.

In my statement today, I would like to cover three areas. First,
I would like to discuss our recent findings on how leading compa-
nies tackle the same kinds of problems the bill is seeking to rem-
edy. Second, I would like to cover a number of provisions of the bill
that emulate the best practices we found at those leading compa-
nies. And third, I would like to cover a number of provisions of the
bill about which we have some concerns.

In a recent report January 2002, we covered our review about
how six leading commercial companies changed their approach to
acquiring services. The companies we studied found themselves in
a situation several years ago similar to the one that Federal agen-
cies are in today. They were spending a substantial amount of
money on services, but did not have a good grasp of where those
dollars were being spent. They were not effectively coordinating
purchases and they lacked the tools to make sure that they were
getting the best overall value for the taxpayer.

The companies we studied were able to turn the situation around
by adopting a more strategic perspective to service spending. By
that I mean each company focused more on what was good for the
company as a whole, rather than just individual business units.

On the chart we have here to my right, your left, we tried to
identify some common elements among each of the six leading com-
panies that we reviewed. While each company took a number of dif-
ferent approaches in the area of service acquisition, we were able
to distill some common elements. The first is knowledge. We found

VerDate 11-MAY-2000 10:55 Mar 19, 2003 Jkt 000000 PO 00000 Frm 00016 Fmt 6633 Sfmt 6633 D:\DOCS\84514.TXT HGOVREF1 PsN: HGOVREF1



13

that the companies we visited analyzed their spending on services
to answer the basic question about how much was being spent and
where the dollars were going. In doing so, they realized that they
were buying similar services from numerous providers, often at
greatly varying prices.

The companies we studied used this knowledge to change how
they were acquiring services in very significant ways. Again, they
took a variety of approaches. For example, some elevated or ex-
panded the role of the company’s procurement organization. Others
designated what they called commodity managers to oversee key
services. And others made extensive use of cross-functional teams
to help identify their service needs, conduct market research,
evaluate and select providers, and manage performance.

The third common element that we found was support. By that,
we really identified two things. One was they used communication
throughout the organization to make sure that everyone under-
stood what the common goals were. Then second, each one used a
variety of performance measures to keep track of how well they
were doing in terms of, for example, financial performance or cus-
tomer satisfaction.

The key, though, that we found was commitment. We found that
in order to overcome these challenges, the companies found that
they needed to have sustained commitment from their senior lead-
ership, first to provide the initial impetus to change, and second to
maintain the momentum. The significance and the importance of
commitment is why we chose to put that in the middle of our chart.

Now, why should all these particular practices matter in looking
at how to reform the service acquisition approach in the Federal
Government? Well, in a word, the answer is results. Each of these
companies was able to achieve significant dollar savings and each
was able to achieve improved delivery of services. In one case, we
found a company that saved over $210 million from adopting some
of these approaches.

Let me turn next to some provisions in the bill that track some
of the practices that we found in reviewing these leading service
companies. One is section 401 of the bill, which would promote
greater use of performance-based contracting. Performance-based
contracting is simply a process where the contracting agency speci-
fies the outcome or the result that it desires to achieve, and leaves
it to the vendor to decide how best to achieve those outcomes. We
have work under way for this subcommittee to look at how Federal
agencies are implementing performance-based contracting. Very
briefly, we found that although they are meeting the goals estab-
lished by the Office of Management and Budget—the OMB estab-
lished a 20 percent goal for the use of performance-based contract-
ing—and the agencies are somewhat exceeding that goal. We found
that there was widespread inconsistency in the application of the
definition of performance-based contracting.

The second provision, and this is an example of performance-
based contracting, is share and savings, which under the bill sec-
tion 301 would be promoted in a variety of ways. We have also a
job under way for the subcommittee looking at how the leading
companies are implementing this share and savings concept. What
we are finding is that the real key to it is establishing the baseline.
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That is a very difficult issue and that will be the focus of our re-
view as to how companies establish the baseline in order to be able
to measure the savings.

The third provision in the bill that we found common among the
companies we looked at was the chief acquisition officer. Section
201 of the bill would create a chief acquisition officer in each agen-
cy, a practice that we found common among the companies. But
one of the differences that we found is that at the leading compa-
nies the chief acquisition officer, and it was not always designated
as such, but that position, whatever it was called, had the author-
ity to influence decisions on acquisition to implement needed struc-
tural, process or role changes, and most importantly to provide the
necessary clout within the organization to obtain initial buy-in and
acceptance of whatever changes were required. Under the Services
Acquisition Reform Act, section 201, it is not clear that the chief
acquisition officer would have comparable responsibility and au-
thority.

Finally, I would like to mention three provisions in the bill that
we have some concerns about. The first is section 211 of the pro-
posed bill which would permit service contractors to invoice the
government on a bi-weekly rather than monthly basis. We have
two concerns about that. One is that there would be an obvious ef-
fect on the Treasury in terms of the time value of money. But
equally important, we have issued a series of reports over the years
that have focused on erroneous payments. Our concern in this area
is that if you increase the frequency of payments, that might also
increase the possibility for erroneous payments.

Second, there is a provision in the bill, section 223, that would
strengthen the process under which agencies decide challenges to
their procurement decisions. That is a provision that we support.
We support agencies deciding protest at the lowest level and the
most expeditious way. Our concern here is that the bill would re-
quire decisions by agencies within 10 working days. Frankly, we
think that is probably too brief a period to provide for meaningful
consideration and decision of the protest.

The last provision I wanted to mention is section 404 of the bill.
That provision would designate as a commercial item any product
or service sold by a commercial entity. Our concern is that this pro-
vision would allow for products or services that had never been
sold, or in fact even offered for sale in the commercial marketplace,
to be considered as a commercial item. In such cases, the govern-
ment may not be able to rely on the assurances of the marketplace
in terms of quality and pricing of the product or service.

Mr. Chairman, this concludes my prepared statement. I would be
happy to take your questions.

[The prepared statement of Mr. Woods follows:]
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Ms. STYLES. Chairman Davis, Congressman Turner and Con-
gressman Horn, I commend your leadership in the area of procure-
ment and I appreciate your invitation to participate in today’s dis-
cussion.

SARA challenges the procurement community to take a fresh
look at several key aspects of our acquisition processes and policies,
from the way we manage contracts and incentivize our contractors
to the approaches we employ for capitalizing on the ingenuity of
the commercial marketplace. As responsible stewards of the $220
billion in goods and services the Federal Government buys each
year, I share your desire to ensure these subjects receive priority
attention.

Since I appeared before you in November, the President has un-
veiled a budget that reiterates this administration’s commitment to
results. The fiscal year 2003 budget places a new-found emphasis
on how well programs and the initiatives we have designed to man-
age them serve the needs of our citizenry. In describing the budget,
Mitch Daniels has emphasized that the days when programs float
along year after year, spending taxpayers’ dollars with never a
showing of reasonable results or returns, must give way to an era
of accountable government.

SARA gives us the opportunity to more carefully study the sub-
committee’s vision for positioning the procurement work force to
meet the many challenges that face our country in the 21st cen-
tury. Since results are what count in the end, our review must con-
sider whether processes as SARA would change them will help
agencies to better execute the programs that you have entrusted
them to carry out.

In this regard, I am pleased by several features of SARA which
offer the promise of greater return on our investment of Federal re-
sources. These aspects of SARA include for instance a pilot to simu-
late performance-based service contracting and the concept of
statutorily reinforcing more integrated decisionmaking among the
various disciplines that are responsible for the acquisition process.

I believe the path to improved performance begins with ensuring
that the processes are shaped to effectively balance all the acquisi-
tion basics. Balance is achieved by appropriate attention to acquisi-
tion planning, competition, contract structure and contract man-
agement. We also must be sensitive to operational efficiency, but
in doing so recognize that it is not an end in and of itself.

Unfortunately, lax application of acquisition basics continues to
be a major contributor to shortfalls in program performance, insuf-
ficient attention to requirements development, weak cost and price
analysis, inconsistent use of competition, ineffective negotiations,
poorly structured contracts, and inadequate contract management
plague even the most streamlined and protest-proof of our acquisi-
tion tools. To improve performance, agencies must recognize that
acquisitions are the shared responsibility of a variety of disciplines,
including program, technical, contracting, budget, financial, logis-
tics and legal personnel. These disciplines must work together so
the respective expertise that each offers is better integrated in
agency decisionmaking.

In particular, program offices must be willing to commit suffi-
cient attention to the acquisition planning and contract manage-
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ment. They must understand that no amount of training on the
part of procurement personnel and no degree of operational effi-
ciency afforded by contracting tools can serve as a substitute for
these activities. For their part, agency procurement officials must
not allow pressures for expediency to divert attention away from
the application of fundamental contracting principles that lie at the
heart of any successful acquisition process, no matter the agency
or the requirement.

Far from the mechanical or administrative-laden label that some
might assign to the contracting function, procurement personnel
are the key component of our acquisition work force and are looked
upon to ensure sound application of the very contracting tools now
available to them. To use the President’s own words, ‘‘We are here
not to mark time, but to make progress to achieve results, and to
leave a record of excellence.’’ The message is clear. We must re-
main firm in our resolve to improve the performance of government
and the culture that drives our investment decisions.

The importance of agency procurement offices in this trans-
formation cannot be emphasized enough. Program offices across
government, from those that serve the needs of our war fighters to
those that support the government’s efforts to promote educational
excellence for our students, must ultimately depend on our procure-
ment personnel to draft and negotiate the sound contracts that
form the underpinning for successful performance.

I thank the subcommittee for recognizing the critical role played
by procurement officials throughout the government, and also for
challenging us to revisit the principles that lie at the heart of our
procurement processes. On behalf of the administration, I accept
this challenge. In doing so, I intend to ensure that our procurement
processes are results-oriented and to work with this subcommittee
and the other Members of Congress to change them where they are
not.

This concludes my prepared remarks, but I am happy to answer
questions.

[The prepared statement of Ms. Styles follows:]
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Mr. DAVIS. Thank you very much.
Commissioner Perry.
Mr. PERRY. Thank you Congressman Davis and Congressman

Turner and members of the subcommittee. Thank you for inviting
me to appear before you to discuss ideas on how to improve the
Federal Government’s acquisition process.

Chairman Davis, I too would like to take this opportunity to
thank you in particular for your leadership in this area over the
years, and for your current initiative to bring the need for addi-
tional acquisition reform to the attention of the Congress.

As you know, each year the Federal Government spends over
$200 billion goods and services in order to meet the agency require-
ments to provide government programs and services to the Amer-
ican public. That is why it is so important for the government’s ac-
quisition process and regulations to focus on efficiency, effective-
ness and accountability. Additionally, the acquisition process and
regulations should be easily understood by all the parties who are
involved in the process and should be based upon a common sense
approach. Finally, when appropriate, the Federal Government’s ac-
quisition process and regulations should resemble the best commer-
cial sector buying procedures.

As you know, at GSA we have been actively implementing a
number of initiatives to improve the Federal acquisition process
and work force. This includes items such as the integrated acquisi-
tion system, which is a part of the administration’s e-government
strategy. Several of the initiatives that we are working on are de-
tailed in the written testimony that I have submitted for the
record.

At GSA, we are developing our acquisition work force as a part
of our overall human capital management initiative. For example,
to develop the skilled acquisition work force we need at GSA, we
are developing competency-based assessments to determine the
specific areas where our training of the GSA acquisition work force
to date has achieved the needed results. We are also looking at
areas where we still have deficiencies. We are using this informa-
tion regarding the skill mix of the GSA acquisition work force to
develop and implement a specific action plan tailored to the identi-
fied training needs at our agency. We believe that all Federal agen-
cies should be doing the same kind of self-assessment and correc-
tion of deficiencies as a part of their human capital management
initiatives.

The Services Acquisition Reform Act proposal to require GSA to
establish a work force fund for interagency training purposes shows
a strong commitment to improving the knowledge and skills of the
acquisition work force in particular, and that of the total Federal
work force in general. While we fully support your concept of devel-
oping a well-trained acquisition work force, the administration
would support adequate funding to agencies through normal budg-
et and appropriations processes.

We believe that several of the other provisions of the Services Ac-
quisition Reform Act will help agencies improve their acquisition
work force, for example, section 102 of the bill, which calls for a
government-industry exchange program; additionally, section 105
of the bill which calls for an acquisition work force recruitment and
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retention pilot program; and third, section 107 of the bill which en-
courages contractors to allow their employees to telecommute.
These sections and others in the bill that I have cited are examples
of the provisions in this legislation which would in fact help agen-
cies improve their acquisition work force.

On another matter having to do with the chief acquisition officer,
as reflected in your legislation it is important to keep in mind that
without management leadership, initiatives to streamline the cur-
rent acquisition process could end up becoming just another layer
of regulations. That is why we support the concept of each agency
having a chief acquisition officer. We have such a position at GSA
and we believe that the ability of that person to aid GSA in devel-
oping a strong acquisition strategy is critically important to our
success.

For that reason, we believe that section 201 of the legislation re-
quiring agency heads to establish a chief acquisition officer position
is an interesting proposal and would signal the importance of
maintaining a well-managed, integrated, agency-wide acquisition
plan.

In summary, Mr. Chairman, we believe that the Service Acquisi-
tion Reform Act is a very sweeping proposal offering several bene-
ficial programs and ideas. We appreciate your leadership in bring-
ing these matters before this subcommittee and before the Con-
gress and before the administration. As you can see from our com-
ments and from the various initiatives that we are working on at
GSA, we share your commitment to making the needed improve-
ments to the Federal acquisition process and to the Federal acqui-
sition work force. With that in mind, we are anxious to continue
to work with the subcommittee to find ways to make significant im-
provements in the current Federal acquisition process.

Once again, thank you for inviting me to discuss these items and
this very important issue with you today. I will be happy to answer
questions.

[The prepared statement of Mr. Perry follows:]
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Mr. DAVIS. Thank you very much.
Ms. Lee.
Ms. LEE. Chairman Davis, Mr. Turner, I appreciate the oppor-

tunity to appear before you today and discuss the proposed Serv-
ices Acquisition Reform Act.

As I testified before you last November, the business environ-
ment within the Department of Defense remains very complex, par-
ticularly in the acquisition services. The amount of money the De-
partment spends on service has increased significantly over the
past decade, to the point where we now spend approximately an
equal amount of money for the acquisition of services as we do for
equipment.

We must ensure that all acquisitions, whether for products or
services, are well-planned, executed and managed. We fully support
the efforts of the subcommittee in a number of areas related to how
the Department of Defense acquires goods and services. We have
reviewed the draft package of proposals which comprise SARA, and
since the introduction of the bill last week, are more thoroughly
studying these proposals.

I would like to offer my perspective on several of them. First,
people or work force—this is also my No. 1 priority. We must have
talented, well-trained people in the acquisition field, particularly as
we move to more and more challenging business arrangements. As
you know, the Department of Defense has a very robust and contin-
ually evolving training program. By centralizing the funding for
training within the Department through the Defense Acquisition
University, we have demonstrated a commitment and provided sta-
bility to training our acquisition work force. To keep our acquisition
work force trained and highly qualified to meet challenging mis-
sions, we are transforming DAU by moving from purely classroom
training to more Web-based learning modules and by emphasizing
critical thinking skills and business case reasoning.

The DAU provides a strong foundation and we appreciate the
subcommittee’s recognition of this contribution and our exemption
from the training fund. We look forward to working with the civil-
ian agencies in the Federal Acquisition Institute in developing a
training program that ensures the work force acquires the right
skills and capabilities to be able to contribute effectively in this
changing acquisition environment.

We also support a government-industry exchange program. We
believe that by tapping into the knowledge base of the private sec-
tor, we not only maximize the business relationships with our in-
dustry partners, but we can also improve the Department’s acquisi-
tion process and procedures. For years now, the Department has
found it very valuable to have programs where we send our mili-
tary members and our civilians to work with industry counterparts.

However, we do not have a program to bring industry into the
Department. Currently, an industry person would have to sever
ties with his company in order to accept a government assignment,
which we believe is probably an unrealistic expectation, particu-
larly as people are planning and managing their own retirement
portfolios and those by necessity involve a broad range of other re-
lationships. We applaud the subcommittee’s efforts to establish a
government-industry exchange program, and we believe that issues

VerDate 11-MAY-2000 10:55 Mar 19, 2003 Jkt 000000 PO 00000 Frm 00064 Fmt 6633 Sfmt 6633 D:\DOCS\84514.TXT HGOVREF1 PsN: HGOVREF1



61

related to conflict of interest and compensation need to be clarified
in the proposed legislation.

The Department is sensitive to retraining and attracting people,
especially since we are faced with 50 percent of our work force
being eligible to retire by the year 2005. We do have a new plan
which was submitted last week about the work force of 2005 that
has some ideas and issues on how the Department plans to deal
with these challenges, and we certainly support the idea of work
force and retention pilot programs as a way to attract a new talent
pool to meet the challenges of our increasingly complex procure-
ment. We note that there are many things going on in this arena,
and we support those activities.

We also support revisions to share-in-savings initiatives. The
share-in-savings authority as defined by the Clinger-Cohen Act has
not been fully implemented by the Department for a number of rea-
sons. A primary concern within DOD has been to ensure that funds
spent for payment of savings are the right type of funds. Addition-
ally, there may have been some reluctance by contractors to provid-
ing all of the non-recurring funds for the investment, even with a
long-term payback.

We need a policy for using share-in-savings contracts that not
only encourages our contractors to undertake aggressive cost reduc-
tion programs, but one that also stimulates agency interest by al-
lowing them to retain a portion of the savings after contract pay-
ment.

I look forward to working with the subcommittee on additional
provisions of SARA. In closing, I would really like to thank the sub-
committee for your continued interest in procurement and acquisi-
tion issues and focusing all of us on the need to continue to im-
prove. I would like to also make my commitment to work on those
issues in the Department.

Thank you very much for the opportunity to talk about these
things today.

[The prepared statement of Ms. Lee follows:]
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Mr. DAVIS. Thank you very much.
Ms. Lee, let me ask you on these purchasing cards—moving the

threshold from $2,500 to $25,000. In the SPAWAR situation, I
think it was in San Diego——

Ms. LEE. Yes, sir.
Mr. DAVIS. One of the concerns I always have about government

is we spend so much time and energy making sure that nobody
steals any money who is involved in government, whether it is poli-
ticians or officials, that we strap them that they cannot do much
of anything else either. The question is to try to find, if you have
confidence in your employees and you train them correctly, that
this ought to be more efficient. Can you talk about that situation
a little bit and some of the safeguards we can put in to make sure
these are not abused, but at the same time not be running papers
around for every procurement over $2,500, because you lose time,
you lose money, you lose efficiency with the thresholds that low. I
do not know what the right balance is, but you might reflect on the
situation there in San Diego. Mr. Horn had raised it, and I just
wanted to ask you to start with that, and then I will yield to Mr.
Horn for questions.

Ms. LEE. Certainly.
Mr. HORN. I thank the chairman, and that is exactly the ques-

tion I was going to ask. What can the Defense Department and
General Services and the GAO advise us on how you can look at
the fraud, and they were absolutely irresponsible. A Marine major
allegedly conspired with cardholders under his supervision to make
more than $400,000 in fraudulent purchases from five companies,
two of which he owned, two of which were owned by acquaintances,
and one of which was owned by his sister. The charges included
purchases such as DVD players, palm pilots, desktop and laptop
computers.

Another example—a cardholder made more than $17,000 in
fraudulent transactions covering personal items from Wal-Mart,
Home Depot, shoe stores, pet stores, boutiques, eye care centers
and restaurants over a 7-month period.

Now, obviously when we go to hold a hearing outside of Washing-
ton we use our government card for the hotel and the per diem
that you are paid for restaurants. And people like our administra-
tive people would catch something if there was about the whole
suite or the whole end of the hotel for your buddies for a reunion,
that would be caught on Capitol Hill, and inspectors general are
all over the place. In the Defense Department, they ought to be
looking very carefully at this.

Why should we take the taxpayers’ money—good, hard-earned
money? They would sure like to have $17,000, but they do not. But
when we use their $17,000, we have got to figure out a way to get
the controls. There were no controls with the Navy, and one cap-
tain is not going to make admiral, given that. So I do not know if
that is the punishment or what, but I do not want to see it happen
in the first place.

So could you tell us how you do it, Ms. Lee? What kind of pro-
gram—I know the game. Two subcommittees differ, and the sub-
committee that has the Defense Department—fine. But you have
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got to do something on your side to act like leaders, and not just
let this fraud go out.

Ms. LEE. Yes, sir. It is absolutely unacceptable.
Mr. HORN. OK. Now, how do you do it? How do you organize it?
Ms. LEE. This particular instance, which happens to be

SPAWAR, cards and the entire command have been suspended as
of last Friday. There is new leadership in there. First, they are
going through and making sure everyone has their currency train-
ing, and reminding them of what those obligation are. They are re-
viewing all cards, the thresholds that the cards are authorized, the
number of holders, and the number of cardholders per reviewer,
and the relationship between those reviewers. In addition to that,
we have put in place an electronic system that kind of lets us do
the trend analysis to see what purchases are bought.

Additionally, I have asked our Department of Defense IG to come
with me, and they have done so, and formed a consolidation where
they look across the Department of Defense at all IG audits regard-
ing purchase cards, and they consolidate those. They are also look-
ing for trends and going to give us specific recommendations.

The rest of the Department watched that shot across the bow
and it is very clear to them how important it is.

Mr. HORN. You might have been right the first time. [Laughter.]
OK. I do not care how you do it, just so you do it.
Ms. LEE. It is unacceptable to us.
Mr. HORN. Yes.
Mr. Administrator Perry, for whom I have fond affection and a

fine agency you preside over. What can we do with GSA so they
do not run away with it? Do you have a system right now?

Mr. PERRY. We do. I would just reiterate what my colleague has
said. It is an unacceptable position or situation. We do need to
have the right controls in place and we have to look after it vigor-
ously.

At the same time, I would like to believe that most of our Fed-
eral workers are in fact trustworthy and conscientious, and this is
something that would only be done by a few. The remedy that we
take in the case of those few who have been discovered I think will
send a very strong message.

In the case of GSA, we also use the controls, the trend analysis.
On a monthly basis, each manager receives reports from our CFO’s
office indicating if there have been any purchases from vendors
which would appear to be not appropriate or if there have been
purchases of items which would appear to be not appropriate. And
then it is the responsibility for the manager of the person using the
card to oversee that to make sure that inappropriate use is not un-
detected.

I think we just have to stay with it, but not dispense with the
program entirely because of the actions of a few.

Mr. HORN. Mr. Woods, has GAO gone back to some of these situ-
ations now to see if anything has changed? I mean, that is what
I wanted to have done maybe 2 months from now, whatever. Has
it happened in between?

Mr. WOODS. Yes, sir, it has. As you know, the findings that you
talked about earlier were based on a report that we did last year
at two Navy installations in the San Diego area.
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Mr. HORN. That was the one with Senator Grassley.
Mr. WOODS. That is correct. And we have gone back and you will

be hearing more next week about the results of that review. But
if I could just talk a little bit about the problems or the source of
the problems, it all gets back to internal controls. In order to be
able to properly exercise the flexibilities that the Congress has pro-
vided below the micro-purchase threshold and therefore in the use
of purchase cards, there needs to be effective internal controls.
What we have found by and large in the course of that review is
that the controls were there. They were not being exercised prop-
erly. It is not a lack of controls, it is just they were not adhering
to those controls.

Another issue was training. Many of the examples that you listed
are obvious. You do not use a government purchase card for per-
sonal items. You do not need training on that. But other areas are
not so obvious. For example, meals—my understanding is food is
not a permissible item for the use of the government purchase
card. That may or may not be so obvious. It requires additional
training.

Another issue, frankly, is just too many cards. We found that
there was a proliferation of cards in both of those facilities, and
that is an issue as well.

Mr. HORN. Thank you, Mr. Chairman.
Mr. DAVIS. Let me just ask a question before I yield to Mr. Turn-

er. The number of issued cards at civilian agencies is proportionally
much smaller, is it not? Or are you not familiar with that?

Mr. WOODS. I am not familiar with that, sir.
Mr. DAVIS. Can anybody help me on that?
Ms. STYLES. We did supply data I believe on the exact number

of cards. It is also available on a publicly available Web site.
Mr. DAVIS. I will put that in the record and figure it out.
I think one of the ways you control this is by controlling the peo-

ple that have access to the cards, making sure they were trained
and you are not supervising everybody. One of the difficulties in
procurement is anytime you move more of the authority out to your
line officials, you have more chances for somebody to make a mis-
take. On the other hand, we found out that when it is too central-
ized, it is a very, very inefficient process. So it is a question of find-
ing the right balance.

Mr. Turner.
Mr. TURNER. Thank you, Mr. Chairman.
I wanted to address the issue of share-in-savings contracts. I

know, Ms. Styles, you had some concerns that you expressed. Ms.
Lee, you had some concerns specifically. I notice, Ms. Styles, in
your testimony you express the concern that the expanded share-
in-savings contract authority should remain as a pilot project. And
you said that we need to see more results, agencies need to gain
greater experience in developing baselines, obviously, as you say,
proper baselines in combination with guaranteed savings clauses
are critical to ensuring savings can be validated and realized.

I have had a concern about where we get the expertise within
our agencies to actually negotiate share-in-savings contracts. Obvi-
ously for them to work, there has got to be a fair deal for both the
government and for the supplier of the service. Both sides need to
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have competent people negotiating it. Otherwise, it is going to turn
out to be a very unhappy experience for one side or the other.

So your caution that you have expressed, and I think you went
on also in that same statement to say, ‘‘We should also consider the
impact of these contracts on other activities in light of the extended
contract duration that may be required to recoup savings and the
generally high termination costs.’’ If you will, just expand a little
bit on your concerns there, and particularly what you mean by that
statement that I just read there about the problems you see. And
then address for me how we can get the kind of expertise that we
really need to make share-in-savings work effectively.

Ms. STYLES. Certainly. I think we need to take share-in-savings
in some appropriate steps. What we are seeing, we have had some
experience with share-in-savings in the Federal Government. We
have got some contracts with the Department of Education that are
share-in-savings contracts, and we have some contracts with the
Department of Energy that are share-in-savings contracts, energy
savings performance contracts.

The Department of Education ones are short-term contracts, 3-
year contracts dealing with a lot of IT infrastructure complex prob-
lems. It took them a long time to develop the baselines and even
then the baselines were not accurate baselines. They had to go
back after an IG report and change the baselines on those con-
tracts. That is not to say that it is wrong for them to be innovative.
I think it is good for them to be innovative, but they also recognize
that they are not going to get the appropriate return on their
money in a longer period than 3 years, particularly when you are
dealing with something like an IT project.

The other concern we have is we have seen no savings yet in
those contracts. Obviously, we are at the very beginning of those
contracts. They had to restructure the baselines, but we still have
not seen any savings with those.

Energy savings performance contracts are 25-year contracts.
That limits the flexibility of the agency if it needs to restructure
or if it needs to be a little bit more nimble in delivering services
to the citizens. Those have been in place for a longer period of time.
We have still not seen savings on those contracts.

So it is not to say that the concept of share-in-savings is not
right. It is that we need to take this in steps. The first step in
many respects is performance-based service contracting. We are
still having some difficulties with performance-based service con-
tracting, with understanding how it works, with negotiating that
with the contractors. So we have to take it in appropriate steps as
we move forward. If we jump to a broad share-in-savings-type pro-
posal, you are learning to run before you actually learn to walk, I
think is the way I put it in my testimony. And you really have to
take appropriate steps to, in many respects, protect the taxpayer
dollars in exactly the way you said, is that we need to know how
to negotiate these contracts and to create appropriate metrics and
baselines.

Mr. TURNER. It seems that you do have to have some experience
to negotiate these kind of contracts. I do not know where you go
in some agencies to find that expertise. Obviously, establishing the
baseline is the critical first step to making sure it works. Do you
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think it would be helpful if there was some other entity or individ-
ual that helps in that process? It has been suggested to me perhaps
the inspector general in the agency should take a second look at
the development of the baseline, be sure it is fair? Is there some
way in there that we can look forward to the point where we could
know that we have got people in the Federal Government who can
actually negotiate these deals and that they are going to be sound?

Ms. STYLES. And a lot of it is training. A lot of it is going forward
with training with performance-based service contracts and train-
ing in this area. And I think all of the help they can get as they
negotiate the baselines is appropriate because second looks at these
are good. Even at the Department of Education, they realized in
student financial aid that the second look of the IG at their base-
line was appropriate and identified things that they did not see. I
believe they have changed the baselines as a result.

Mr. TURNER. Ms. Lee, you shared some other concerns with
share-in-savings initiatives. One point you made, I am not sure I
understood, but you suggested that, ‘‘A primary concern within
DOD has been to ensure that funds spent for payment of savings
are the right type of funds.’’ What did you mean by that?

Ms. LEE. Particularly on some of the O&M-type work where we
have funds that are for operation and maintenance to make sure
that we have got the contract structured appropriately so in fact
it is an appropriate expenditure of operation and maintenance
funds. Or if, for example, we had R&D funds, so that when the con-
tract is structured and the payments are made on an annual basis,
that they are backed from the funding as appropriated by the Con-
gress.

Mr. TURNER. You also shared an interest in an idea to ensure
that there is some incentive in the agency to enter into share-in-
savings, not just an incentive on the part of the service provider.
How would you envision that working?

Ms. LEE. Sir, as you know, and I am not sure that it should be
this way, but it is, in that in an organization, the current way our
funding often works is that if you save money, you get less the next
year. And so to recognize from an incentive standpoint that these
people have done a good thing and the fact that they have less
money does not necessarily mean that their appropriations should
be, or that their amount should be decreased the next year, that
it should be recognized that they are doing good things more effi-
ciently and that in fact they should be budgeted accordingly.

Mr. TURNER. Has the Defense Acquisition University entered
into any kind of training program to help people be able to be well-
versed in how to negotiate share-in-savings contracts?

Ms. LEE. Not specifically. We are, however, looking at this more
modularized work force and incorporating industry more as well.
So we would have modules that are available both to DOD, indus-
try people, civilian agencies, and are working with agency and aca-
demia to say what are the right topics, what are the right formats,
and what is the easiest and most efficient delivery method for our
entire acquisition community—government, industry, academia—
and not just limit it to the Department of Defense.

Mr. TURNER. Is your acquisition education program available to
non-DOD Federal employees?
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Ms. LEE. Mr. Turner, technically it is, but the reality is that we
can hardly get all the DOD people through it, so the slots are rare
and difficult to come by.

Mr. TURNER. Thank you.
Thank you, Mr. Chairman.
Mr. DAVIS. Thank you very much.
Ms. Styles, let me just say on the Department of Education con-

tract, my understanding is that the Department of Education came
back to the IG and said they had some difficulties measuring base-
line; that there were savings and the IG concurred with that. We
can look at it further, and as we draw this, we want to work with
you to try to make sure that this is a vehicle that can achieve
maybe at the Federal level some of the savings we have seen in the
private sector.

Ms. STYLES. If I can clarify, we have not yet seen the savings be-
cause it is so early in the contracts, but they do anticipate having
savings. I have to say I want to commend them for doing a very
good job working under the current structure to come up with a
share-in-savings contract and to take hard looks at their baselines.
I think they did a very good job.

Mr. DAVIS. Maybe if we had some tools we would give them
under this, they could have done better, but I think we will con-
tinue to dialog on that.

Let me also ask, Ms. Styles, you talked about adequate funding
is needed for training, but that the funding stream ought to be the
result of the normal budget and appropriation process. I think in
a perfect world, I would agree with you, but let me tell you what
happens in the real world. When an agency budget gets cut, the
first two things to go are your travel and your training. That is just
the way it works because agencies like to keep their people. You
can do that maybe with one cycle or another, but I have been in
government at the county level and at the Federal level now for
over 20 years. That is just the nature of government. It does not
work as ideally as we might like.

It is for that reason that I feel if you do not have a specified fund
earmarked to go there, we will continue to see in tough budget
years agencies cut their training budget. It clearly has taken a toll.
I think you can take a look at the situation you had with the Navy
in San Diego and say this is a result of training, of not having ap-
propriate oversight. If you do these things appropriately, you can
cut down on the fraud.

So I think that is where the disagreement is, and I will give you
a chance to respond to that. But I think the current process of rely-
ing on normal budget and appropriations has resulted in not fund-
ing the work force training the way it should have been.

Ms. STYLES. You know, there may be an opportunity for an inter-
agency fund that is appropriated by Congress. My concerns relate
to the fact that we have to be willing to step up to the plate and
recognize that we need training money, and Congress should recog-
nize that money should be appropriated in a specific fund.

My concern about the structure of the current legislation is that
we may affect a very effective contracting vehicles by taking per-
centages and money out of that to train people. I am particularly
concerned that, as I look at training, I am trying to integrate civil-
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ian and defense people in training. The way it is currently set up,
it would actually take money from the Department of Defense to
train the civilian agencies, because the Department of Defense is
such a high volume user of these contracts, but then they would
not have access to this fund to be able to train their people.

I think we need to recognize the commitment to training to be
able to fund it appropriately. Otherwise, I think we are going to
have trouble holding agencies to a training commitment, or to actu-
ally training their people appropriately.

Mr. DAVIS. I just say good luck in being able to get the non-De-
fense agencies and the Defense agencies together on training. You
have the tiger by the tail there. There is a lot of turf and a lot of
history on that, but ideally that would be——

Ms. STYLES. I think as we face this retirement crisis and the
human capital crisis, it is more important than ever to be able to
have one acquisition community working together, and to have ac-
cess to the skills of the Department of Defense and for the Depart-
ment of Defense to have access to the civilian agencies.

Mr. DAVIS. If we were business, that would be easy to do.
SARA, as you know, would place commercial services on the

same level as commercial products by amending the definition of
commercial items currently in the OFPP Act. You express some
concern about this proposal, but it is not clear to me why commer-
cial services should not be on the same plane as products. Could
you try to explain?

Ms. STYLES. Which portion specifically are you talking about?
Mr. DAVIS. SARA puts commercial services on the same level as

commercial products. Are you with me?
Ms. STYLES. Yes.
Mr. DAVIS. OK. It does it by amending the definition of commer-

cial items that are currently in the OFPP Act. You have expressed
concern about the proposal. I am just not sure why the commercial
services should not be on the same plane as products.

Ms. STYLES. If you can tell me which provisions specifically—are
we talking about time, material, labor, hour contracts? Are we talk-
ing about the commercial business entity?

Mr. DAVIS. It comes from the FAR part 12 amendments.
Ms. STYLES. I mean, there are distinctions between——
Mr. DAVIS. OK. I will give you this written and again have you

get it back, if that would be all right to clarify that.
Ms. STYLES. OK.
Mr. DAVIS. Melissa tells me it is section 403, but you can get

back to us in writing on that.
Let me ask Mr. Perry, how do you coordinate GSA’s acquisition

strategy over the agency’s diverse business units?
Mr. PERRY. That strategy coordination over our diverse activities

within GSA is in part coordinated through the fact that we have
an acquisition officer in the organization who helps us to make that
happen. He also obviously provides services beyond GSA. That is
a big part of it. Your proposal suggests that other agencies might
use that same model, and we support that idea. But we also at the
same time would leave open the fact that there may be some agen-
cies where it is more crucially important than in others. That may
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be something for agencies to deal with, but we feel that having that
centralized approach is useful.

Mr. DAVIS. Ms. Lee, let me ask you. SARA provides in section
223 for a statutory agency-level protest process. Now, in that proc-
ess, we call for 10 working days for resolution of protests. Is that
adequate, do you think?

Ms. LEE. Congressman Davis, I do think that we are trying to
teach our people to be responsive and make sure that when there
is an issue, they solve it. I would actually ideally like to see it
solved before it gets to a protest level-type of discussion. That
would be my No. 1 goal.

However, if it does get to be a formal protest, particularly in an
agency as large as the Department of Defense, there is a lot of re-
view that is necessary. So I do think the 10 days would put us in
a very tight timeframe and might not get as good and thorough a
review as it should have.

Mr. DAVIS. OK. Is DOD satisfied with the access it currently has
to the commercial services market?

Ms. LEE. We believe there are quite a few other vendors that we
would like to encourage to do business with the Department. We
have seen a particular interest after September 11th. Some of it I
think may be perhaps patriotism; others realizing all the diverse
activities that the government does participate in. As a result of
our broad agency announcement, we got over 12,500 responses
from people, and we see a lot of people wanting to do business with
the government.

We have also found that creative and aggressive contracting offi-
cers can accomplish that. There are some additional flexibilities
that we would like to attain and we would like to work with you
through SARA and other methods to ensure we can get those.

Mr. DAVIS. Thank you.
Mr. Woods, let me just ask you, you note in your testimony that

the chief acquisition officer that we include in SARA ought to be
structured differently. Do you have any recommendations for the
placement and operation of a chief acquisition officer within the ci-
vilian agencies?

Mr. WOODS. I do not have specific recommendations along those
lines, but I do note that when you compare that to the chief finan-
cial officer, for example, the CFO is a direct report to the head of
the agency. Now, I am not suggesting that would need to be the
case with the chief acquisition officer, because I think agencies
need the flexibility to be able to determine where the position
would best be placed. But the key is that wherever it is placed, it
needs to have the necessary authority to have the clout to make
sure that the changes can be made.

Mr. DAVIS. OK.
I have one more question for Ms. Styles. You express some con-

cern about SARA’s expansion of the scope of commercial item pro-
cedures. Why shouldn’t the government just be able to buy prod-
ucts and services of a commercial firm without any further analysis
of the actual nature of the item? That is what the private sector
does.

Ms. STYLES. It has to be something that commercial firm actually
sells commercially. As it is structured right now, if 80 percent of
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the firm’s business is coffee makers and the other 20 percent is
smart bombs, the smart bombs can be considered commercial in na-
ture, even though there is no adequate price competition in the
commercial marketplace. As a result, there is no transparency into
the cost for that smart bomb and there is no assurance that there
is a commercial price for that.

Mr. DAVIS. Well, I hope that is not how we are buying our smart
bombs. [Laughter.]

Ms. STYLES. This would allow that.
Mr. DAVIS. All right. So the language—just tighten it. You do not

have any problem with the concept?
Ms. STYLES. With the concept, if it is commercial and it is sold

commercially in substantial quantities, and we can assess the price
and protect the government—no, I do not have a problem. Or in the
alternative, if it is not sold commercially, that we have sufficient
transparency into how they put that price together.

Mr. DAVIS. We could give example after example where the gov-
ernment goes out and buys items that are more expensive than you
can get off the shelf. So what we are trying to do in a case like
this is I think give them the flexibility to get things quickly when
they are sold across the counter every day.

Ms. STYLES. If it is commercially available on the shelf, then they
can buy it commercially.

Mr. DAVIS. I am just trying to get the concept. We can worry
about the language later.

OK, Ms. Lee, smart bombs are not bought from coffee makers are
they, at DOD? I just wanted to be reassured here.

All right. That is all the questions I have for this panel. Why
don’t we take about a 3-minute break and get our next panel up
here.

Thank you very much.
We will welcome our second panel—Steve Kelman of Harvard

University; Professor Steven Schooner of The George Washington
University Law School; Scott Dever of Hasbro; Mr. Richard Roberts
of KPMG Consulting, testifying on behalf of the Information Tech-
nology Association of America; Ms. Roberta StandsBlack-Carver of
Four Winds Services, testifying on behalf of the Contracts Services
Association; and Mr. Jerry Howe of Veridian, testifying on behalf
of the Professional Services Council.

Will you please stand and raise your right hands?
[Witnesses sworn.]
Thank you very much.
Please be seated. Again, we have the statements, if we could

start with Dr. Kelman and we will move straight down. Steve, wel-
come.
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STATEMENTS OF STEVEN KELMAN, PROFESSOR OF PUBLIC
MANAGEMENT, HARVARD UNIVERSITY; STEVEN SCHOONER,
ASSOCIATE PROFESSOR OF LAW, THE GEORGE WASHING-
TON UNIVERSITY LAW SCHOOL; SCOTT DEVER, VICE PRESI-
DENT OF GLOBAL PROCUREMENT, HASBRO, INC.; RICHARD
ROBERTS, SENIOR VICE PRESIDENT AND MANAGING DIREC-
TOR, FEDERAL SERVICES, KPMG CONSULTING, INC.; RO-
BERTA STANDSBLACK-CARVER, PRESIDENT AND CEO, FOUR
WINDS SERVICES, INC.; AND JERRY S. HOWE, SENIOR VICE
PRESIDENT AND GENERAL COUNSEL, VERIDIAN
Mr. KELMAN. Chairman Davis, thanks very much for asking me

to come and testify. Congressman Turner, thank you for the oppor-
tunity to be here today. I am here to testify in support of the Serv-
ices Acquisition Reform Act. This piece of legislation really is the
next step in the continuation of the efforts we have undertaken
over the last decade to create a business-like, modern procurement
system in the Federal Government.

Really, it has two basic principles—the reform effort. The first is
make government contracting, to the extent we can, as much as
possible like the way a world-class commercial company would buy
products or service for itself. That has been principle No. 1. Prin-
ciple No. 2 has been, stop the obsessive focus with bureaucracy and
process, and start focusing the system on achieving results for tax-
payers.

The changes in the last decade have not been uncontroversial. It
is never easy to change old, hide-bound processes. But there has
really been an alliance of moderates in both parties, Democrats and
Republicans, often sort of fighting against people further to our
right and people further to our left, that have allowed these
changes to take place. I think it is fair to say that the procurement
system is better because of those changes, not just faster, but bet-
ter.

The most recent addition of the history of government contract-
ing, which comes out of The George Washington University Gov-
ernment Contracts Program, it came out in 1999, on the last page
of the book—this is the new edition, the revised edition—says—this
is as is described at the end of the 1990’s—the situation is as
healthy as any I can recall in the history of peacetime government
contracting. That is not to say it is idyllic. Protests and lawsuits
still abound. See, there are other people besides me who still think
there is too much litigation in the system. Government
contracts——

Mr. DAVIS. You would never expect a law professor to agree with
that, though, right?

Mr. KELMAN. This comes out of George Washington Law School.
[Laughter.]

Government contracts still dwarf their nongovernment counter-
parts in size, minutiae and risks. Contracting officers still trained
in the old system—some refuse to change. But all in all, the 1990’s
have improved the process.

We have seen that in Afghanistan. There has been a lot of pub-
licity around the JDAM, the smart bomb that is being used very
successfully in Afghanistan. It not only works better than its prede-
cessor, the laser-guided bombs, but also, as an article in my home-
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town newspaper the Boston Globe pointed out, one of the reasons
70 percent of the bombs in Afghanistan are smart bombs compared
to 3 percent in the Gulf War is that smart bombs used to cost
$100,000 each. They now cost $20,000 each and they work better.

What has not been pointed out is that JDAM is a poster child
for acquisition reform. They started procuring it before acquisition
reform began in the early 1990’s, and pulled it back and redesig-
nated it an acquisition reform pilot program; introduced the var-
ious acquisition reform techniques. The price went down 50 percent
compared to what it had been before.

If I can add a personal example. A few years ago, I was invited
by the Defense Department to be a keynoter at an electronic com-
merce conference, and actually I had to get to an academic con-
ference at Johns Hopkins about an hour after I was supposed to
finish speaking, so I said, gee, I don’t know if I can do it. So they
said they would pay my transportation and they gave me a driver
to drive me down to Baltimore. The driver happened to be a Ma-
rine who had just returned back to the Pentagon after being abroad
for 21 years. He was not a contracting person. He was a Marine.
And he was saying to me, ‘‘Sir, a few years ago I started noticing
that just my every day life in the Marines as a Marine was getting
better. The food was getting better; stuff that had not been there
before that got out of stock was arriving faster. We could get things
easier. And I never knew why it was. I just noticed my life was get-
ting better.’’ He was interested to learn when he now had a pro-
curement detail that this was as a result of the acquisition reforms
of the 1990’s.

I have got to say, and I mentioned this to Deidre Lee, I think
all of us, when I heard that, was really proud of what all of us had
accomplished in terms of making this Marine’s life better. Above
all, the people who accomplished it are the frontline career con-
tracting people in the Federal Government.

Mr. DAVIS. Steve, let me just say, you have accomplished then,
and I will not take your time on this, but making Army chow edi-
ble. This is something that for generations we have tried to get at
and procurement reform did it. [Laughter.]

Mr. KELMAN. Because what happened was we used to buy
MilSpec food, and now we are buying commercial food from com-
mercial vendors. That is the secret to it.

There has been a bipartisan effort, but just a word on why this
was initiated by a Democratic administration and why I think
Democrats should be supporting SARA, this piece of legislation. As
a Democrat, I believe that government has the ability to serve peo-
ple and to accomplish things for us as a society. But to do that,
government has to work well. It has to work effectively. It has to
have modern management principles associated with it. That is the
basic message behind procurement reform.

So in my testimony, I support pretty much every provision in
this legislation. There are a number of areas where I have made
some suggestions for some changes. I hope we have a chance to
talk about some areas like share-in-savings. The only way to get
people to learn to walk is give them a chance. And the current pilot
project—it was an unintended consequence I was involved in doing.
We were trying to encourage agencies to do share-in-savings. It has
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had the effect of discouraging them. Let’s teach them to do it by
giving them some of the authorities in this bill. The very last thing,
because I have gone a little bit over my time, nobody has talked
about the provision in the bill on cooperative purchasing. This has
been an area where you, Chairman Davis, have led a lonely fight
against special interests, trying to prevent—what this basically is
saying, let State and local governments on a completely voluntary
basis, if they would like access to the GSA schedules, use them if
they want to. A coalition of special interests succeeded in repealing
the provision in the Federal Acquisition Streamlining Act, allowing
this. Congressman Davis played a lead trying to save it. Congress-
man Kucinich, I worked with Congressman Kucinich while I was
in the administration, played a lead trying to save it. I am glad to
see that this pro-taxpayer feature is coming back into legislation
again.

I have a whole bunch of detailed comments in my testimony, but
this is good government.

Thank you.
[The prepared statement of Mr. Kelman follows:]
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Mr. DAVIS. Thank you very much.
Professor Schooner. You have been quoted already.
Mr. SCHOONER. I should stop while I am ahead, but I won’t.

Thank you.
Chairman Davis, Congressman Turner, first let me thank you for

the opportunity to be here today. As the hearing highlights, the
Federal procurement system has experienced dramatic change dur-
ing the 1990’s. Against that backdrop, as I flesh out more in my
testimony, I will address four topics briefly today.

First, I encourage this committee to do anything within its power
to restore meaningful oversight to the procurement process. Sec-
ond, I encourage you to invest in the acquisition work force. Third,
I strongly recommend that you drop the proposal to increase the
purchase card threshold. And fourth, I suggest caution and further
study on the provisions related to commercial purchasing.

During the 1990’s, it is my opinion that the government failed to
prepare its acquisition work force for or support it through the dra-
matic transition. At the same time, the acquisition work force, par-
ticularly at DOD, experienced a sustained, dramatic reduction in
force that was made without empirical evidence supporting the re-
ductions. At the same time, the promise of DAWEA and the mirror
provisions in the Clinger-Cohen Act remain underfunded and ac-
cordingly unfulfilled. As a result, much of our current work force
is overwhelmed, undertrained, and as you heard earlier, retirement
eligible.

SARA does not offer the solutions to the startling decrease in
oversight in Federal procurement. In my opinion, the bill’s provi-
sions related to the acquisition work force unfortunately appear
more cosmetic and they do not require the necessary investment of
resources needed to solve the pressing problems. You will get only
what you pay for, as you discussed earlier with Ms. Styles and Ms.
Lee. I think we need more and better personnel and we need the
training of that personnel, and that requires money. I believe that
this committee is extremely well-positioned to make the case that
investing in additional acquisition personnel and work force train-
ing is needed to restore meaningful oversight to Federal procure-
ment.

Specifically, as my written testimony explains at length, I fear
that the training fund will not enhance the current state of train-
ing for all acquisition personnel. The government repeatedly has
issued broad proclamations supporting training and professional
development, such as DAWEA and Clinger-Cohen, while failing to
invest in a properly trained work force. I believe this initiative con-
tinues that trend.

I have a similar reaction to the government-industry acquisition
professional exchange program. I applaud the initiative, but it will
not generate sufficient return on investment. My experience in gov-
ernment makes me skeptical that senior managers will release
their most talented personnel for these opportunities. Also, the po-
tential for conflicts of interest, both actual and apparent, is suffi-
ciently great so as to merit further study.

I offer a similar response to the proposal regarding performance-
based service contracting. I support any initiative to broaden the
government’s use of performance-based contracting. As the govern-
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ment increases its reliance on the private sector for commercial
services, performance-based service contracting expertise grows in
importance, but statutory exhortations are not enough. Congress
needs to appropriate money to train government personnel in the
use of PBSC. They need to mandate classroom training. They need
to specify that training will include practical drafting and negotia-
tion exercises.

As I suggest in my testimony, you might want to consider estab-
lishing an annual high profile, governmentwide contest that
awards excellence in drafting performance-based statements of
work and publishing lessons learned from successful performance-
based acquisitions.

As I address at length in my testimony, particularly pages 8
through 10, I am extremely concerned regarding the state of high-
volume, low-dollar purchasing. The proliferation of purchase cards
has revolutionized government purchasing, but with few exceptions
the government has accepted an ostrich-like approach to oversight.
I do not doubt the efficiency of the purchase card when used appro-
priately. But given the proliferation of cardholders, insufficient in-
vestment in training, and the current absence of oversight, we can-
not conclude that purchase card use is under control.

Even as disclosure of purchase card abuse has become wide-
spread, few are willing to rein in the purchase card. This bill would
increase purchase card authority ten-fold, while imposing no con-
trols. This expanded authority would encompass 98.5 percent of all
government purchases, and for those purchases buyers could ignore
all of the government’s normal procurement rules, procedures and
protections.

Also, it is undeniable that such a change would further reduce
small business participation in Federal Government procurement,
and in effect the bill would exempt 98.5 percent of the govern-
ment’s purchases from all congressionally mandated social and eco-
nomic policies.

With regard to the provisions related to commercial acquisition,
I urge caution. I am concerned with permitting the use of time and
material or labor hour contracts under FAR Part 12. Use of these
vehicles seems antithetical to your policy statement favoring per-
formance-based service contracting. Further, the authority in effect
would facilitate the government’s use of cost-plus percentage of cost
arrangements, which as you know are prohibited.

Similarly, I question the value of the designation of commercial
business entities. As I see it, the proposal invites corporate organi-
zational gamesmanship, which has no place in the public procure-
ment regime.

Finally, I am not aware that a compelling case has been made
for changes to the current definition of commercial items. I believe
the current definition accommodates reasonable and appropriate
uses of commercial purchasing authority. I think the initiatives are
premature and they require further study. In their current form,
they pose undue risk to the system.

Mr. Chairman, in concluding, I do want to make clear that, as
Steve Kelman knows, I generally supported the acquisition reform
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movement. What I call for is appropriate oversight to see that
those reforms are implemented appropriately.

Thank you again for the opportunity to be here. Obviously, I
would be pleased to answer any questions you may have.

[The prepared statement of Mr. Schooner follows:]
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Mr. DAVIS. Thank you very much.
Mr. Dever.
Mr. DEVER. Chairman Davis, Congressman Turner, Congressman

Horn, as a private sector purchasing professional and taxpayer, I
commend you for the work that you are doing here in this impor-
tant area of reform, and thank you for the opportunity to partici-
pate.

I am currently Vice President of Global Procurement for Hasbro,
Incorporated, based in Rhode Island. Hasbro is a worldwide leader
in children’s and family leisure-time entertainment products and is
involved in the design, manufacture and marketing of traditional
and high-tech games and toys. Mr. Woods from the GAO in panel
one mentioned several companies that were involved in their study,
and Hasbro was one of those.

Over the past 3 years, Hasbro has worked to enhance the value
of its supplier relationships by taking a more strategic approach to
the selection and integration of various suppliers. We have taken
several actions designed to improve our purchasing effectiveness
across the organization. For example, we have centralized the de-
velopment of sourcing strategies for key raw materials and have
taken a more broad-scoped approach to supplier selection and nego-
tiation.

We have adopted a more streamlined supply chain management
organization to reduce costs and improve customer service. We
have created a new section of the purchasing organization whose
primary focus is on non-production goods and services. This func-
tion works collaboratively across the various Hasbro businesses
and locations to rationalize the supply base in various categories.
And finally, we have selectively adopted new technologies such as
electronic procurement and purchasing cards to help streamline ac-
tivities and improve the sourcing process.

In line with the intent of the legislation which you have intro-
duced, Mr. Chairman, the focus of this testimony will be on
Hasbro’s experience in managing service providers.

Hasbro relies on service providers in support of many areas of
our business. Historically, decisionmaking in the selection of pro-
viders has been decentralized. Our intent was to improve the proc-
ess for acquiring services, without restricting the business man-
ager’s ability to select the most appropriate suppliers. We noted
that there were opportunities to reduce the number of suppliers in
more tactical areas of service acquisition, while providing broader
exposure to service providers in more strategic areas. We felt that
we could, in fact, improve the quality of the supplier selection proc-
ess and reduce costs concurrently.

In this testimony, I would like to define two broad categories of
service providers and discuss the traditional approach for acquiring
such services, key considerations, and our desired approach to ac-
quisitions. It should be noted that Hasbro is in various stages of
implementation and is continually considering further opportuni-
ties for improvement in all areas of procurement.

The first category of service contractors is service contractors. In
the course of conducting business, Hasbro sometimes requires cer-
tain services that do not make good business sense to develop in-
ternally. Facilities maintenance, security, administrative and cater-
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ing are examples of services that are purchased externally. Such
services are highly leverageable because the requirements are easy
to define and there are several qualified sources which behave com-
petitively in the market. Traditionally, each Hasbro location or
business unit established one or more supplier relationships for a
given service need. Accordingly, the process for requisitioning and
contracting for services varied by department and location. Our
strategy was to reduce the number of suppliers across our various
locations and to implement a standardized requisitioning system
that streamlined the ordering process.

Cross-functional teams representing various stakeholders work
collaboratively to establish consistent service requirements, review
supplier proposals, and negotiate primary source agreements.
Through these efforts, we have negotiated lower costs and im-
proved service standards. Such standards ensure that all locations
are being serviced consistently. We measure the performance of the
suppliers against the agreed standards and renegotiate agreements
annually.

The second category of service acquisition that we identified was
professional services, which are typically provided by independent
contractors or specialized agencies which represent individuals
with unique skill sets. During peak workloads, Hasbro requires the
support of such resources to support our business. There are also
situations where we need to acquire specific knowledge or experi-
ence that we have not developed internally. Services provided with-
in this category include technology support like programming, sys-
tems integration, creative services, and business consulting.

The selection process has not been fully competitive in the past.
Multiple proposals from alternative suppliers are not always ob-
tained. Project specification and desired outcomes have not been
clearly specified in all cases, and supplier payments are not always
tied to clear delivery of value against specified objectives. We also
found that the tactical purchasing aspects of their acquisition proc-
ess were cumbersome and often delayed the commencement of
work and payment to the service providers.

Our approach in this area has been to provide tools and purchas-
ing support to the business, which encourages a more thorough re-
view of qualified providers. We recognize and support the need for
business managers to quickly identify and acquire the most quali-
fied resources for their specific requirement. We have found that
when the process for selecting professional service providers is
more competitive, there is more flexibility on cost and other agree-
ment terms.

We have also developed a more consistent process for requesting
such services, thereby ensuring that Hasbro’s liability and risk is
minimized. We require a detailed breakdown of resources, time,
and billing rates to help ensure that each phase of the project is
completed successfully and invoiced appropriately.

We have recently adopted a Web-based system which facilitates
a more rapid identification of multiple qualified resources. This sys-
tem helps ensure competitive pricing and a more consistent ap-
proach to engagement management. In order to ensure that serv-
ices acquisition is managed effectively, we have created a position
within the purchasing department which is focused on services ac-
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quisition. This position will continue to provide support in the se-
lection, negotiation, contracting and management of service provid-
ers from tactical to strategic.

Thank you again for your time, and I would be happy to address
any questions you may have.

[The prepared statement of Mr. Dever follows:]
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Mr. DAVIS. Thank you very much.
Mr. Roberts.
Mr. ROBERTS. Mr. Chairman and members of the subcommittee,

I am a Senior Vice President and Managing Director of Federal
Services at KPMG Consulting, Incorporated. Thank you for inviting
me here today to testify on behalf of the 500 corporate members
of the Information Technology Association of America, ITAA.
KPMG Consulting is one of the world’s largest consulting and busi-
ness systems integration firms and is a proud member of ITAA.
ITAA has long been active on issues pertaining to government pro-
curement of IT. Additionally, we have worked with your staff to
recommend some of the provisions contained in the legislation in-
troduced this week.

We are especially pleased to testify in strong support of H.R.
3832, the Services Acquisition Reform Act. A recent ITAA survey,
which I will include with my testimony, found that this year Fed-
eral CIOs are highly focused on information security and infra-
structure. Their overriding concern is to address security issues
raised by the war on terrorism.

As Federal agencies and the rest of the Nation shift to this new
focus, it is particularly important that the Federal Government
have fast, efficient access to the best IT solutions. We are certain
that these solutions are resident primarily in the private sector,
and we believe SARA can help the Federal Government to acquire
them.

The leadership shown by this subcommittee to consider changes
in the acquisition of services by the Federal agencies is timely for
two other reasons. First, IT services has been the fastest growing
sector in Federal IT procurement. Second, because the Federal
Government is forecasting such a dramatic decrease in the number
of Federal IT workers in the next 5 years due to retirement, IT
services will likely continue to grow in importance for both govern-
ment agencies and procurement.

I would like to focus on what ITAA believes are the few key pro-
visions in the bill that will enable meaningful access to commercial
solutions. Acquisition work force recruitment and retention—by the
middle of this decade, the government will face significant retire-
ment numbers, particularly within the acquisition work force.
Agencies will be left to track not only talented individuals, but also
those individuals capable of being schooled in the new contracting
practices that have evolved over the last decade. These individuals
will be called upon the facilitate the government’s increasingly
complex requirements.

Recognizing the growing urgency of the government’s human re-
source needs, ITAA is pleased to support the chairman’s goal to es-
tablish an acquisition work force recruitment and retention pilot
program. This program will assist agencies in matching their re-
spective work forces efficiently and effectively to their needs. ITAA
stands ready to assist the subcommittee in this important effort.

Acquisition work force training fund—hand in hand with recruit-
ment is the need for the government to train its acquisition work
force. For acquisition reform to be of any value, those who imple-
ment the acquisition system must understand how it works. De-
spite programs put in place with previous acquisition reform legis-
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lation, training programs throughout the government are still in-
sufficient. ITAA has long been a supporter of increasing funding for
employee training. We have also been highly critical of the fact
that these funds were too often the first cut when budget reduc-
tions were necessary.

Establish a regulatory review process—despite a decade of acqui-
sition reform, many laws and regulations still inhibit greater use
of commercial practices. A continuous review of these laws and reg-
ulations is needed, especially in light of the ever-changing dynam-
ics of our marketplace. This will maintain a constant critical eye
on acquisition law, always working toward the optimization of the
acquisition process. ITAA strongly supports such a review process
and would also appreciate the opportunity to participate in an ap-
propriate manner.

Limitation on commercial liability—Federal contracting officers
are reluctant to limit the amount of liability a contractor must ac-
cept, even though the common practice in the commercial market-
place is to cap liability at the total contract level, a multiple of it,
or a specific dollar amount. By forcing contractors to assume all
risk, the Federal Government will attract fewer competitors or
companies who will offer only low-risk solutions and higher prices.
ITAA commends the sponsors for considering this change to align
more closely with commercial practices.

And the last area, conflict of interest—in many instances, the
Federal Government may be denying itself services of companies
with the deepest and best understanding of particular agency re-
quirements. Many firms elect to forego opportunities to provide
front-end consulting to government agencies in order to comply
with procurement rules that would bar them from pursuing larger
development and implementation and maintenance contracts. ITAA
supported the provisions in the earlier drafts of the Clinger-Cohen
Act that revised the Federal Government’s rigid conflict of interest
requirements. ITAA believes that the commercial sector’s flexibility
in selecting the best contract to provide a total solution should also
be extended to Federal customers.

Mr. Chairman, that concludes my comments. ITAA thanks you
for this opportunity to comment on this critical piece of legislation.
We also stand ready to assist you in any modifications or additions
to SARA. We again commend you for taking this important and
timely reform effort.

Thank you for the opportunity to appear today. I will be happy
to address any questions.

[The prepared statement of Mr. Roberts follows:]
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Mr. DAVIS. Thank you very much.
Ms. StandsBlack-Carver.
Ms. STANDSBLACK-CARVER. Mr. Chairman and members of the

subcommittee, my name is Roberta Carver, President and CEO of
Four Winds Services, Inc. I am here today on behalf of Contract
Services Association of America, where I serve on its board of direc-
tors.

I incorporated in 1991 Four Winds Services, Inc., as an 8(a) cer-
tified Native American woman-owned business company that pro-
vides various types of contracting services to military installations
nationwide. Based on excellent customer service and past perform-
ance record of excellence, Four Winds is the recipient of several
prominent awards.

I am a member of the Ponca Tribe located in Ponca City, OK. I
greatly appreciate the opportunity to testify before you on services
acquisition reform, a subject very important to my company, as
well as the entire membership of CSA. Services acquisition reform
remains one of the top three policy issues for the members of CSA.
We applaud your introduction of Services Acquisition Reform, or
SARA, and are committed to working with you to ensure its pas-
sage.

I would like to touch briefly on a few key areas of your bill that
are particularly important to my company and all small service
contractors. I have provided a written statement for the record
which addresses the majority of the bill’s provisions in greater de-
tail.

For CSA, the training and the education is a vital component of
the acquisition work force and ranks high as a key area for all con-
cerned. This is certainly true as we move toward greater PBSA
contracting, which both Congress and the administration have em-
braced. PBSA allows the government to identify the what, and it
lets the contractor determine the how. PBSA holds great vision and
promise to reduce costs, while increasing service quality. It capital-
izes on the private sector expertise and leverages IT innovations.
Small businesses will greatly benefit from such innovative contract
types.

Properly implementing PBSA as a standard is another story. For
example, we have bid and won a PBSA contract. It is a worthwhile
challenge, but it has been our experience that continual micro-
management is practiced by the government to the extreme, which
defeats the whole purpose and leads to unnecessary internal con-
flicts.

Training is a big stumbling block. Your bill, Mr. Chairman,
which provides an innovative method for funding for training, is
necessary and a positive step toward ensuring that the acquisition
work force have the proper tools to implement PBSA and all the
acquisition policies. For example, the Native American Incentive
Act, it took literally an act of God to find out the exact source of
payment, and then became a self-training effort for us in explain-
ing the Act and its process to our government personnel so that
they could properly implement it.

Also, improving payment terms for the service contractors is a
win-win for both the government and the private sector contrac-
tors. It has definitely been a cost savings to the government be-

VerDate 11-MAY-2000 10:55 Mar 19, 2003 Jkt 000000 PO 00000 Frm 00134 Fmt 6633 Sfmt 6633 D:\DOCS\84514.TXT HGOVREF1 PsN: HGOVREF1



131

cause the contractor will have less carrying cost that would other-
wise be passed on to the government. In this electronic age, we
should be able to provide electronic invoices, which will expedite
the process for getting paid for services already rendered. The pro-
visions in SARA will help alleviate my cash-flow problems and help
me meet my payrolls, and saves the government from paying late
interest fees.

Recently, it came to our knowledge that a January invoice was
not submitted in a timely manner by a government contracting offi-
cer, and the payment was held up for 1 month before being submit-
ted to DFAS. Electronic invoicing would have alleviated this prob-
lem.

Now, I would like to address the benefits of the longer terms of
7 to 10 years for service support contracts, rather than the tradi-
tional 3 to 5 year. There are currently only a few agencies taking
advantage of this. The benefits are easy to quantify. The govern-
ment benefits from the ability for contractors to invest in more pro-
ductive and efficient capabilities for the job that would not be pos-
sible under the short-term contracts. It is common knowledge in
our industry that the first couple of years are trouble-shooting and
implementing our new innovations to improve the service. A
longer-term contract would allow us to perfect and improve our
processes. Examples include state-of-the-art quality control plans
such as ISO 9000, modern innovative management practices, and
new software and efficiency programs.

Finally, as the bill moves through the legislative process, I would
urge the subcommittee to consider the revisions to the Service Con-
tract Act. SCA remains an important element to the services con-
tracting arena. It provides basic protections to workers employed
under government service contracts, particularly unskilled and
semi-skilled workers. While the premise of SCA remains sound,
certain revisions are needed to update the Act and move ahead in
the 21st century.

For example, the current threshold of $2,500 established upon
the Act’s enactment in 1965 has not been increased since that time.
The SCA threshold should be increased to $100,000, the current
simplified acquisition threshold level. There also should be a regu-
lar inflationary adjustment to tie to the SCA, as you proposed in
your SAT. I have long pushed for similar adjustments in statutory
thresholds mandated for the Small Business Administration’s 8(a)
program. It just makes good common sense. Increasing the SCA
threshold would certainly benefit my company and other small
service contractors, while still ensuring the Act remains in place on
a majority of government contracts.

Thank you for this opportunity to share my views with the sub-
committee, and I will be happy to answer any questions.

[The prepared statement of Ms. StandsBlack-Carver follows:]
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Mr. DAVIS. Thank you very much.
Mr. Howe.
Mr. HOWE. Chairman Davis, Mr. Turner, Mr. Horn, I am Jerry

Howe, Senior Vice President and General Counsel of Veridian, a
leading provider of information-based systems, solutions and serv-
ices to the U.S. Government. We specialize in mission-critical na-
tional security programs, primarily for the intelligence community,
the Department of Defense, law enforcement and other government
agencies.

I am pleased to be testifying today on behalf of the Professional
Services Council, a membership organization including 140 mem-
bers, which is the Nation’s principal trade association of govern-
ment professional and technical services providers. The PSC is a
strong supporter of the Services Acquisition Reform Act of 2002.
We support the legislation because of its focus on three interrelated
aspects of a successful system for the acquisition of services—peo-
ple, structure and processes. I will touch on each of these and hold
the rest of my observations for our written testimony.

Mr. Chairman, for services companies there is no more important
aspect of what we do than our people. The same is true of the Fed-
eral work force. Too often, though, the impact of economic change
and legislative and regulatory actions are ignored or dismissed as
immaterial. That is a serious policy mistake when dealing with the
Federal work force. For our members, it is a prescription for disas-
ter.

Our focus on people is one of the hallmarks of our industry and
one of the reasons why PSC has been a vocal advocate for a well-
trained, well-compensated Federal acquisition work force. SARA
properly includes several provisions that address key human cap-
ital needs in the Federal acquisition work force. Among them are
the provisions of Title I of the bill regarding a funding mechanism
to ensure that work force has meaningful access to ongoing rel-
evant training.

We, like many other witnesses before the committee today, would
prefer to see direct appropriations made available to meet employ-
ees’ training needs, ensuring that Federal employees have ready
access to those funds. Regrettably, as has been observed several
times also this afternoon, that is not the reality of the current proc-
ess.

Therefore, as a second-best choice, we have recommended and
strongly supported creating an alternative funding mechanism to
ensure at least a meaningful amount of training funds are avail-
able. Section 102 of the bill is clear in moving toward this purpose.
By setting aside for training of the Federal acquisition work force
a small portion of the user fees on the transactions made under
multiple-award contracts, Congress will have taken a significant
step in addressing this important matter.

Another key theme of the legislation is the focus on the appro-
priate structure for managing growing responsibilities placed on
the Federal acquisition system. At PSC, we have worked success-
fully with the senior procurement executives in many of the Fed-
eral agencies. They are dedicated people who have a passion for the
work and a strong professional commitment to the execution of
their agency’s missions. The Federal Government spends $220 bil-
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lion on goods and services. Of that, $87 billion is spent on services.
The magnitude of the spending, which is increasing every year both
in absolute terms and as a proportion of the total, deserves the gov-
ernment’s full attention and commitment. In the formal structure
of an organization, including the placement of key leadership, is
one way to reflect that attention and commitment. Section 201 of
the bill creates in each agency a chief acquisition officer. We be-
lieve the position of chief acquisition officer with authority for as-
suring uniformity and accountability across agency activities is cru-
cial.

The Federal Government is slowly upgrading the tools and tech-
niques it uses to acquire services. Many of the best practices for
services contracting such as the use of performance-based contract-
ing have been around for decades. Not as much progress is being
made in the Federal sector. While progress is being made, agencies’
procurements are becoming increasingly complex and technology-
driven in the services area. It is important to recognize that agen-
cies need the maximum flexibility to meet their mission needs, con-
sistent with smart acquisition planning and responsible oversight
and safeguards. Many of the provisions in Titles III, IV and V of
the bill are designed to do just that.

For instance, section 401 makes permanent the temporary au-
thority that exists to treat performance-based contracts or task or-
ders valued at less than $5 million as commercial items eligible for
use as special contracting techniques available for commercial
items. We support making that authority permanent and govern-
mentwide. While the test program being made permanent is clearly
a step in the right direction, more can eventually need be done to
address to address the barriers to widen Federal agency use of
commercial items purchases of services.

Section 402 acknowledges that many services that Federal agen-
cies acquire are best performed on a time-and-materials or labor-
hours basis. These contract types are used widely in commercial
marketplace for services, and should be made available for use by
Federal agencies. Many of the specialized training needs of Federal
employees could be met by such contracts.

The nature and scope of services acquisition is evolving and the
law should be updated to permit agencies to use a contract type
that is most appropriate for the needs, and consistent with com-
mercial practices.

Finally, while Congress examines services acquisitions, it must
do so within the broader context of strategic sourcing decisions that
agencies make for performing their mission. PSC has consistently
opposed legislation that would seek to specifically mandate or give
preference to an in-house sourcing policy for the Federal work force
or that would further tip the evaluation scales in favor of in-house
performance. There is no need for any legislation in this area par-
ticularly at this time.

Mr. Chairman, the Services Acquisition Reform Act of 2002 is an
important contributor to improving the way the Federal Govern-
ment acquires services. We at PSC strongly support it. Thank you
for the opportunity to appear before the subcommittee, and I would
be pleased to answer any questions you might have.

[The prepared statement of Mr. Howe follows:]
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Mr. DAVIS. Thank you very much. I want to thank all the panel-
ists very much for your testimony.

I will start with questions, and I will begin with Mr. Horn, the
gentleman from California.

Mr. HORN. Thank you, Mr. Chairman.
I think all of us respect the purposes of this fine bill that you

have put together, and we do need flexibility and we do need to
focus on things. But for those of you that might have still been here
when the first panel was, my question to you is the same, whether
you are in a corporate frame or whether you are a contractor or
whatever, and not in a corporate frame. But can you tell me what
kind of responsibility and accountability will you put in your orga-
nization so that we do not have the kind of thing that we have had
in the Navy in San Diego? Can you tell me how you will structure
it and how you will have accountability and responsibility? Because
otherwise, it is one great Ponzi scheme, just like this Enron thing,
and you have once, and you get away with it, and then of course
Congress will just murder it, and they should. So I would like to
hear from you, just right down the line.

Dr. Kelman.
Mr. KELMAN. I would like to hear from the gentleman from

Hasbro. I guess what I would say is that, first of all, if people com-
mit fraud, you send them to jail. That is the first thing.

Mr. HORN. That is right.
Mr. KELMAN. You have review procedures—actually the purchase

card makes it easier to do this kind of review than the traditional
system. We don’t know what was going on in the traditional sys-
tem. The purchase card provides computer records of purchases
that can be easily scanned, can be data-analyzed and so forth. With
the proper management controls in place, it is easier to detect
fraud and problems with a purchase card than it is with the pre-
purchase card system. I think we should also be careful, and I
know your concerned with this as well, Congressman Horn, that as
Chairman Davis said, we keep a balance here.

Let’s remember we have 23 million purchase card transactions a
year. Two facts to keep in mind. First, in these small purchases,
whether it be in government or in industry, we have learned that
the administrative costs of the traditional system, just putting the
paper back and forth in the requisition and so forth, are often
greater than the amount of the purchase itself; that it runs about
$150 whether private sector or public. I have seen some studies in
Intel and some private sector companies, and it did that in the gov-
ernment. The government is saving $100 per transaction in admin-
istrative costs from the purchase card. If you ask why were we able
to downsize the procurement work force in the 1990’s, mostly it
was people doing these small purchase card transactions.

At 23 million transactions a year, that means the Federal Gov-
ernment is saving $2.3 billion a year in administrative paperwork
using the purchase card. So we have to be careful to put in the
proper controls, make sure they are there, but it would be, in my
view, an anti-taxpayer policy to get rid of or sort of say the pur-
chase card is bad. The purchase card has been a great innovation
for the taxpayer, but we need the kinds of controls that you have
been talking about.
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Mr. SCHOONER. Congressman Horn, if I could do three things
first. If you have the opportunity, if I could draw your attention to
pages 8 through 10 of my testimony where I discuss section 221
and the purchase card at great length. I think you will find that
there are a number of useful statistics in there and you will see
that I have addressed a number of the concerns that you have
raised.

Second, one thing that concerns me quite greatly, and Steve
Kelman may remember this also, but when the purchase card was
actually being implemented during the acquisition reform move-
ment, and we went to the multiple award program that permitted
the various agencies to choose purchase card vendors, one thing
that we pushed very hard, and at the time I was at OMB, we en-
couraged the agencies to adopt and accept those vendors that were
offering smart card technology power, rather than necessarily just
blindly chasing the rebates.

Having said that, in 100 percent of the cases, agencies chose re-
bates over the kind of smart card technology that could do the kind
of oversight that Steve Kelman was just referring to. The kind of
oversight that we could do automatically through the charge card
vendors is mindboggling, but as a general rule the government has
not invested in that.

In addition, on page 10 in my testimony, I talk about some spe-
cific steps that could be made with regard to the purchase card, but
I think the single most important thing that I would recommend
in that regard is, as Mr. Woods mentioned, in the followup GAO
report on the Navy issues and the purchase card, they list page
after page of potential controls that could be used at various agen-
cies. I think those are the kind of things that ought to be consid-
ered in lieu of what section 221 does, which is simply raise the
threshold and not impose any controls.

So I think that there are a number of things that could be done,
and I share your concern on the purchase card. I consider 221 to
be the single most threatening thing in the entire SARA legisla-
tion.

Mr. HORN. Mr. Dever.
Mr. DEVER. Congressman Horn, the purchasing card has been

available in the private sector for probably 10 years. Hasbro adopt-
ed its purchasing card about 5 years ago. These are companies that
watch dollars very carefully, and yet they continue to find ways to
expand the use of p-cards. At Hasbro, as have transaction limits.
Per transaction, we have limits per month. The summary billings
are reviewed by management. So if there were any abuse, it would
be detected quickly.

Additionally, there are, with the smart card technology anyway,
the ability to block those cards from being used for certain types
of purchases. For example at Hasbro, you cannot use a p-card to
buy a computer because we have a different process for procuring
computers, so certain retail establishments can be blocked. And
there are mechanisms to highlight things that would point toward
abuse as well.

So I think the controls are in place. It would be a matter of con-
sistent policy.

Mr. HORN. Mr. Roberts.
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Mr. ROBERTS. I would agree with that. The biggest things we
have in any business is internal controls. They are implemented,
they are in place, and they are understood by all. People are
trained on what the controls are, and the key is it comes down to
simple individual accountability and responsibility, as well as su-
pervisory responsibility and accountability, and those two things
connected. We do not do things at KPMG Consulting with our pur-
chase cards. Again, we have controls, but the key is people under-
stand what the controls are and they are acted upon, and they are
trained on it and you know what you are up against in all cases.

Mr. HORN. Ms. Roberta StandsBlack-Carver.
Ms. STANDSBLACK-CARVER. Currently, Four Winds Services does

not maintain a contract in which we utilize the smart card. But it
is a general consensus in our CSA memberships that we do not
permit or accept any fraud among our membership companies. In
our other financial business practices, though, without the smart
card, we do have our own internal checks and balances in which
we do random reviews to ensure that there wasn’t any fraud taking
place on any of our contracts. And we also are consistently audited
by an outside Federal agency, DCAA, on our larger cost-plus-type
contract.

Mr. HORN. Mr. Howe.
Mr. HOWE. I will address the question from the point of view of

the seller of the services. Our company does not sell any services
since we are in the national security arena that could readily be
converted to personal use, such as DVD player. But I will address
the question this way, our company, and I dare say all members
of the PSC, have adopted codes of ethics and standards of conduct
which are enforced by internal controls and disciplinary actions
when appropriate.

Our company in particular has just opened something that we
call the Veridian Institute, which gives training a prominent place
within our company and pulls together all the disparate resources
and augments them that were previously used to reinforce these
kinds of procedures and controls. I think that brings us back to the
point that at least I started with, which is the importance of train-
ing because you can have as many rules as you would like, if peo-
ple do not understand the importance of those rules through train-
ing and know how to comply with them, it won’t work.

Mr. HORN. Any other comments you want to make on this very
possible interest of when we need to redraft something in the bill?
So I will look at a number of yours, and hopefully we can work
something out. I do not know if there are any other suggestions,
especially in the training course. You are right, Mr. Howe, that if
they are not serious and it is not good teaching, not much is going
to happen. So I would hope that all of you would be able to put
that program together.

Is there a model somewhere in the United States right now that
would be the best kind of corporate teaching, as well as control in
the particular card?

Dr. Kelman.
Mr. KELMAN. We have it at Harvard, but I am sure it is not a

model.
Mr. HORN. Yes.
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Mr. KELMAN. We do have them, though.
Mr. HORN. You mean the model is Harvard?
Mr. KELMAN. We have p-cards.
Mr. HORN. Yes.
Mr. KELMAN. My assistant uses one, and actually I have one as

well for some expenditures, but I will not claim that we are a
model. Nobody reviews my purchase card expenditures at Harvard.
I am sure I am engaging in fraud all the time without knowing it,
but whatever. [Laughter.]

Don’t throw out the baby with the bath water, I would say, Mr.
Chairman.

Mr. HORN. Thank you.
I will yield now to Mr. Turner, the ranking member on this sub-

committee, for questioning.
Mr. TURNER. Thank you, Mr. Horn.
Mr. Schooner, I read what you had to say about the purchase

card authority. As you said, that is your greatest concern with this
legislation, adding that single zero. Do I take it that your position
is that it just should not be raised at all, but what we should do
is impose accountability and controls? Or if we had accountability
and controls, do you think it would be appropriate also to increase
it in some amount?

Mr. SCHOONER. Well first, as I suggested in I believe a footnote,
I think that it would be entirely appropriate to put an inflationary
adjustment on it. I do not see any reason why it arbitrarily has to
be $2,500 forever. It seems to me that if, and this is a significant
if, if we can establish internal controls, appropriate training and
stop the proliferation of cards in terms of numbers of shareholders,
and demonstrate some level of stabilities and use some of this tech-
nology in the near term to someone’s satisfaction, hypothetically
GAO’s satisfaction, then I think we should in fact be looking at in-
creasing the threshold. But now is not the time, and I guess that
the short answer to your question is, for the current, I would hold
the threshold where it is and increase controls dramatically. I
think that they should be both technological, training-oriented and
the like. Only when those controls are in place and only when we
have accountability should that increase be made.

I think one of the most important things to remember is when
the original initiative for the purchase card and procurement was
made, the theory was to make the contracting officer more efficient
by giving him or her the purchase card to, as Dr. Kelman said,
save a lot of transaction costs. But a funny thing happened on the
way to the forum, when 670,000 government employees have a pur-
chase card who on the average have less than 4 hours of training
and are unbound by any of the conventional rules related to gov-
ernment procurement. This is a process gone awry.

Mr. TURNER. Dr. Kelman, do you agree with that?
Mr. KELMAN. It is a little bit unclear what the proposed statutory

language does. Frankly, I was a little confused when I read it.
There are two different ways to use a purchase card, Congressman
Turner. One is as a purchasing device—in other words, you use it,
you decide what you get and then you use it to pay for something.
Using the purchase card as a purchasing device is limited to
$2,500. As I understand it, the language in SARA continues using
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it in terms of the controls, the procurement controls—having to get
bids, all sorts of things that the language in SARA does not change
that. What it does is to allow it to be used as a payment device
from $2,500 to $25,000. Now, in fact if that is what it does, and
frankly it is a little bit unclear to me what exactly it does, but if
that is what it does, actually since right now you can use it above
$2,500 only for contracts that have been negotiated already by the
government. And the biggest way it is being used now over $2,500
is on these various large computer contracts where the government
has negotiated fantastic prices. They are world-beating contracts.
They are amazing contracts. They are wonderful vehicles with
great prices, great terms and conditions and so forth. And people
are using a purchasing card to buy computers off of those contracts.

Those, frankly—the ones above $2,500 are actually probably the
ones least subject to abuse. If there is abuse and problems and
problems with controls, it is actually probably more in the ones
under $2,500, which the law does not change at all.

So I think I agree with Congressman Horn. I agree with Steve
Schooner that we need to do some more fraud controls in general
in the system. If all that SARA says is allow people to pay for
something using the purchasing card above $2,500, where the con-
tract has already been pre-negotiated and we know we are getting
good prices, they are just buying it off the Internet, or whatever,
I don’t think that is an area of concern or problem. I think probably
the problems are more in the under-$2,500 that this statute does
not touch.

Mr. SCHOONER. May I comment?
Mr. TURNER. Yes, Professor.
Mr. SCHOONER. My understanding is the intent of the statute

was to actually change the micro-purchase threshold, and I see Mr.
Brosnan nodding.

Going back to the point that Steve made, when the original OMB
report on electronic payment and purchasing came out in 1998, the
theory was use the purchase card up to $2,500 for purchasing, but
up to $100,000 for payment. And as Steve has suggested, there are
huge efficiencies associated with payment. But my understanding
is this bill would in fact raise the micro-purchase threshold to
$25,000, which would basically be 98.5 percent of all government
purchase transactions—no rules, no controls, no nothing. And I
think that is an accident waiting to happen.

Mr. TURNER. Well, as Mr. Horn pointed out a minute ago, when
you have examples of abuse, it is certainly a difficult time to make
major changes. I think we all understand the private sector, if you
abuse a purchase card, you are going to be held accountable as an
employee of the company, but you won’t likely read it in a news-
paper. In government, you are going to read it in the newspaper
and it is going to be called a scandal. So we I think share a com-
mon interest in proceeding cautiously.

Professor Schooner, you also made a comment regarding the ac-
quisition training exchange portion of this bill in your testimony.
You suggested that we ought to be more careful about protecting
against conflicts of interest. Would you expand on that? What kind
of concerns should be looking out for? What kind of protections
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against conflicts should we be including in this legislation to en-
sure that problem you raised is addressed?

Mr. SCHOONER. Off the cuff, let me confess that I think it would
be hard to come up with what those controls could be. I think, for
example, that an exchange program, whether you call it the
DigiCorps or in the scientific community, it is very, very clear how
these exchanges could pay tremendous dividends for both sides,
both private industry and government.

But consider the fundamental scenario where, and we are only
really talking about senior acquisition executives—a senior acquisi-
tion executive goes to work for Lockheed-Martin for a year and
then comes back. Under the conventional rules today, they would
be recused from every doing business with them directly, or at
least doing business with them for a certain period of time. These
would be the minimum standards. But the amount of pressure that
this would put both ways—imagine the Lockheed-Martin purchaser
going to work in the government office. Are they simply not to
work with Lockheed-Martin? How would they be perceived by Lock-
heed-Martin’s competitors when they came in to negotiate with
those people?

I would love to tell you that I have concrete answers for you, but
I think that it is so complex, and despite all its best intentions it
raises issues that really need to be studied before we take a shot
like this.

There are plenty of people who have lots of experience with re-
gard to this. We have the Office of Government Ethics who might
be able to draft something, but I think we need to do a lot of think-
ing about this because even if we could come up with those rules,
the rules that we would probably need would probably be disad-
vantageous to the career progression of the people who would most
benefit from the program. And so I think we could fall into a vi-
cious cycle.

I apologize I do no have a concrete solution for you, but at a min-
imum I think we need some hardcore study.

Mr. TURNER. Let’s address a minute the share-in-savings con-
tract concept. I know, Dr. Kelman, you have spent a lot of time
studying it and advocating it. You heard Ms. Lee make the com-
ment today that she thought there ought to be more incentive built
in for the Federal agency. I think what she was referring to is,
even though it is fundamental in the definition, that the agency
shares in savings. She saw a deficiency because I guess the specific
section of DOD that was doing the contracting or the negotiating
was not going to get the direct share of the savings. It was going
to go to the Department of Defense generally.

It does seem that here again we have the potential for conflicts
of interest; that an agency negotiating a share-in-savings clearly
wants to be able to show sometime during the contract period that
there is a savings. And so there would be a natural tendency to
want to make the baseline as low as reasonably possible so we can
show those savings, that we have actually done something that was
positive.

How can we be assured that, No. 1, our Federal work force con-
tracting officers have the expertise to negotiate contract-in-savings?
And second, how can we be assured that they are not going to have
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an inherent conflict of interest when they structure those contracts,
because they want to be sure they show some savings?

Mr. KELMAN. Well, I think—a few observations. People were
talking during the first panel about the need to learn to walk. We
are not going to learn to walk unless we take some steps such as
those outlined in SARA to make it easier for agencies to get the
experience doing this. There is experience. There is positive experi-
ence in the IT area. Much of it is at the State and local level. One
very prominent example which has been highlighted by the Council
for Excellence in Government, which is a good government organi-
zation here in town, is the successful modernization of the Califor-
nia income tax system, done through a share-in-savings contract
while IRS has had many, many problems over the years getting
successes in their own modernization.

There have been a number of examples, again at the State and
local level, involving parking enforcement, actually tax moderniza-
tion in a number of other jurisdictions, and so forth. The Education
Department contract, which was referred to earlier, even if you ac-
cept the IG’s version of the baseline, and the Education Depart-
ment does not agree with it, and it has some—to my mind, I have
looked at both the IG report and the Education Department re-
sponse, the IG report has some to me very obvious errors in it. But
even if you hypothetically were to accept the IG baseline, over a
5-year period, the Education Department and the taxpayer will be
saving $15 million. By using the IG’s numbers, the taxpayers will
be spending $15 million less for those services than they would be
if that contract had never been signed. And if you accept a more
realistic baseline, it is more than $15 million.

I guess what I would say, sir, I think that we need to experiment
with how we develop that expertise, get those best practices to-
gether. One possibility is involving the IGs in the development of
baselines. There are also Federal, you know, FFRDCs, people like
Mitre Corp. and so forth, who sort of serve as the government’s
nonprofit, non-partisan consultants. They could be brought in to
help the government develop baselines. I think you are right to
raise that as an issue and to say, hey, we need to figure out how
to do the best possible job here.

What I think would be a mistake, let’s remember the status quo.
The status quo is far too many failed information technology mod-
ernization projects in the Federal Government. The status quo is
agencies having the same conflict of interest of claiming that this
is going to work—you know, coming up with exaggerated budget
numbers. I mean, some of those problems, that is why we have
Congress. That is why we have oversight. That is why we have, you
know, whatever.

The status quo is not acceptable. The status quo is not enough
incentive for contractors to deliver results for the taxpayer and for
the agencies. This is a very creative—this is the most creative idea
in contracting that I have come across in the last decade. This is
a creative approach that rewards the contractor only to the extent
they deliver results. Compared to the status quo, the status quo,
sir, is often that we pay contractors tens and sometimes even hun-
dreds of millions of dollars for projects that deliver no results.
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Share-in-savings says that if you don’t deliver results, you don’t get
paid.

I want to do anything we as a government can to move us from
a situation where we just pay regardless of results, to a situation
where we pay only for results. Will we make some mistakes along
the way? Of course, but we have got to work to change the way we
do business and improve the way we do business in the taxpayers’
interest. And let’s all again, be it Mitre, be it agency best practices
in sharing information about best practices on developing base-
lines, be it DCAA should be brought in maybe to help on these
things, other accounting firms—baseline issues are often account-
ing issues. So you know, you bring in an accountant or bring in the
government’s own accountants—again, DCAA. Let’s instead of sort
of saying, well, this is not perfect so let’s stop it before it gets start-
ed, let’s say we need to move this forward, and I think the provi-
sions in SARA do a great job of trying to move it forward. Let’s
move it forward and let’s exert careful oversight from your end—
plural—from Congress’ end and let’s bring in experts and let’s do
the best we can so we figure out how to make this work better.

But the potential for moving from a culture that allows or pays
for failure and one that only pays for results for the taxpayer, that
is too great an opportunity for the taxpayer and the government
and us as a people to pass up on, I think.

Mr. TURNER. Thank you.
Thank you, Mr. Chairman.
Mr. DAVIS. Mr. Kelman, let me just continue. You and a number

of other witnesses today have just cautioned that the SARA provi-
sion that would reserve for work force training 5 percent of the fees
collected by agencies under their multi-agency contracts could re-
sults in agencies merely substituting money that is collected for
funds currently used for such training, rather than adding to the
current levels. It is hard to measure how much money is used for
training. We tried to go through the budget, but here is what my
cursory research shows, is that SARA can produce $600 million to
$800 million a year in a training pool. DOD, we find, uses about
$100 million a year in training now.

So this would, even if they replace it, I think do a better job, and
more importantly it is there year after year. I know that changes—
I think we are still want to pay attention to what you cautioned
on this, but that may make you feel better if those numbers indeed
go up.

Mr. KELMAN. Yes, that is interesting. What I suggested, Chair-
man Davis, in my written testimony was one way to prevent
against that danger, if one is worried about the danger, is to say
that the money cannot be used to meet existing statutory require-
ments under DAWEA or the Clinger-Cohen existing training provi-
sions. Instead, we asked the procurement executives to come up
with some special topics—share-in-saving baselining, performance-
based contracting, whatever—that would be the subjects of training
negotiating techniques; things that help the government, to use
Deidre Lee’s expression, become business advisor or help the con-
tracting folks become business advisors. Have it be topics in intel-
ligent ways to do business, and use the fund for that reason.
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If I could add one other thing, the administration in its testi-
mony referred to this as being, you know, it should come under,
this is bad budgeting practice to not have to have sort of a separate
line item for this. I am not particularly a budgeting expert, al-
though I know some budgeting experts at the Kennedy School. I
guess I would say that there are lots of budgeting experts in aca-
demia who would strongly disagree with the view that we should
have a micro-line item for every little micro-area. They would
argue that this is perfectly acceptable, perfectly good budgeting pol-
icy.

Mr. DAVIS. I am sure in academia you can find someone to sup-
port almost any position. [Laughter.]

Let me ask Mr. Schooner, in your testimony, I think if I heard
you right, you believe that the lack of external oversight is nega-
tively impacting the procurement process.

Mr. SCHOONER. I do.
Mr. DAVIS. And by lack of external oversight, do you mean law-

yers filing suits? Bid protests?
Mr. SCHOONER. To the extent that Steve has already taken his

cheap shot at me on this one today, and to the extent that we dis-
agree, I take your point, Congressman Davis, that I would not
want to come here today and suggest that litigation is a public
good. Conversely, the concept of third party monitoring, external
monitoring, or private attorney general activity is more important
when we have a massive reduction in internal oversight like we
saw in the 1990’s. It would be absurd for me to come before you
and say that generally, in a vacuum, that third party oversight is
the preferred alternative. But we have viscerated our oversight sys-
tem during the 1990’s. And so as a second-best alternative, it
frightens me that we also saw the reduction in external oversight.

Mr. DAVIS. I think a recurrent theme I am hearing today is the
concern over the smart card. Whenever you embolden or empower
your purchasers out there in the field to do things, more mistakes
are going to happen. That is natural. You gain a lot of efficiencies
as a result of that, a lot of good things happen. But you are going
to get more mistakes and one way to hopefully curb that and limit
your mistakes is by appropriate oversight as is appropriate train-
ing.

How you do that, I don’t think you are keen on how you do that
one way or the other, either internally or externally, but you feel,
and I think probably everybody feels, you need to make sure we
have enough oversight.

Mr. SCHOONER. Right. Clearly, I prefer the internal oversight to
the extent that we could have it, but let me also say to the extent
that you mention the smart card technology, one of the other
things that I propose if you do want to speak to the purchase cards,
one excellent suggestion that this committee could make would be
to push the government in the direction of leveraging their pur-
chase power. Right now, no one is concatenating the data on what
the government buys from large retailers so that we can go to
Home Depot and go to Stapes and go to these places——

Mr. DAVIS. Economies of scale.
Mr. SCHOONER [continuing]. And basically say, we spent $20 mil-

lion with you last year, so now we want a point-of-sale discount
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when someone shows up with a government purchase card. We do
it with the travel card with hotels and rentals cars and the like.
We should do it with the purchase card as well.

Mr. DAVIS. Absolutely.
Mr. SCHOONER. And the technology is there to do it.
Mr. DAVIS. Mr. Kelman, you would agree with that, too, wouldn’t

you?
Mr. KELMAN. Yes. That is actually done already to a fairly large

extent. GSA, for example, if you use a purchase card at True Value
Hardware Stores, you get an automatic I think it is 10 percent dis-
count off the GSA schedules. And of course, a lot of purchases—I
think in the long run——

Mr. DAVIS. We do it for hotels, at government rates and stuff.
Mr. KELMAN. We do it for hotels. We do it—absolutely—we do it

for air fare and we do it for off-the-shelf computers where the gov-
ernment gets fantastic prices.

Mr. DAVIS. But obviously this is a place where we can expand it
and maybe we ought to include something like that here.

Mr. KELMAN. Absolutely.
Mr. DAVIS. The government’s goals in this ought to be able to get

the best value for the taxpayer dollar; not be concerned with
whether it gets outsourced or in-house or all these other rules, and
that is what we are trying to get at.

Let me just ask a few more questions. Mr. Dever, in your state-
ment you describe some of the innovative approaches that Hasbro
has undertaken to manage its acquisition services. What were the
drivers or motivators behind your effort?

Mr. DEVER. Improved financial performance for the most part,
and moving away from a decentralized approach to more of a cen-
tralized one.

Mr. DAVIS. So basically the bottom line drove it.
Mr. DEVER. Yes. And there are significant service enhancements,

increased value, kind of non-financial value opportunities.
Mr. DAVIS. Does Hasbro have the equivalent of an executive level

chief acquisition officer?
Mr. DEVER. That is my role.
Mr. DAVIS. OK. So you are the guy, so to speak.
Mr. DEVER. The role was created 4 years ago and I was hired

into it at that time.
Mr. DAVIS. OK. Do you use performance-based contracting for

services?
Mr. DEVER. Yes. We negotiate service level agreements with var-

ious providers and measure that performance on a regular basis,
and ultimately renegotiate those contracts based on that.

Mr. DAVIS. OK.
Let me ask Mr. Roberts if you can answer this. Do you know

what barriers IT companies would encounter when selling commer-
cial IT services to the Federal Government under the current FAR
Part 12 definition?

Mr. ROBERTS. Under the current FAR?
Mr. DAVIS. Just under the current law. Don’t worry about the

FAR.
Mr. ROBERTS. The biggest things right now are probably conflict

of interest, where current IT providers will go in and can do the
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requirements analysis, but are precluded, though, from doing im-
plementations in some cases.

Mr. DAVIS. OK.
Mr. ROBERTS. On the commercial side usually you will have, if

they can do both, they will do both. A lot of times in the govern-
ment, some people will be conflicted out just for purposes of con-
flict. I think that needs to—what is nice about the SARA bill is
that takes that out.

Mr. DAVIS. Does KPMG currently do share-in-savings contract-
ing?

Mr. ROBERTS. We do not.
Mr. DAVIS. OK. Do you assist companies in developing appro-

priate baselines?
Mr. ROBERTS. What we will do is we will help the government

determine yes—with some of our clients, we will go and do activity-
based costing and determine what the cost of that activity is. We
would be in a position to help set up that baseline since you could
do a share-in-savings contract. Yes.

Mr. DAVIS. Ms. StandsBlack-Carver, let me ask you, you point
out that the SARA provisions on electronic invoicing and agency-
level protests are particularly advantageous for innovative small
businesses like yours. Are there any other SARA provisions that
you find particularly attractive from a small business point of
view?

Ms. STANDSBLACK-CARVER. Since the bill was just really intro-
duced on Monday, I really have not had a thorough review on it.
But I could get back to you in writing on that, because there are
several that are advantageous to small business.

Mr. DAVIS. If you find anything, you can get back to me. All
right, I was just throwing it off the top.

Well, let me ask you this, in your testimony you note the ongoing
problems with DFAS due to problems we are all encountering with
mail. We are having terrible problems with mail on Capitol Hill.

Ms. STANDSBLACK-CARVER. I have heard.
Mr. DAVIS. Is this still the case? Is DOD offering any assistance

to small businesses in overcoming these significant time delays
through the mail that you have seen?

Ms. STANDSBLACK-CARVER. To be honest, no, sir, not really.
There is very little recourse for small businesses.

Mr. DAVIS. OK. Thank you. I don’t think that was anything that
was anticipated when we went through, but the mail has—e-mails
to my office have increased 100fold and regular mail—we have
some pictures we took with the President and they were getting
them back and they got zapped in the machine and they didn’t
turn out—I mean, those kind of situations that nobody recognizes,
but mostly it is just a delay in everything. And when you are trying
to meet a payroll and you are waiting for that check and every-
thing else, it is, for small businesses in particular, it can be——

Ms. STANDSBLACK-CARVER. Luckily, we do have the electronic
payments, which have really been great.

Mr. DAVIS. Right.
Ms. STANDSBLACK-CARVER. The invoice—the whole process

should be electronic.
Mr. DAVIS. But you cannot invoice electronically?
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Ms. STANDSBLACK-CARVER. No, sir.
Mr. DAVIS. You can hand-carry it, I guess. Have you done that?
Ms. STANDSBLACK-CARVER. And we do.
Mr. DAVIS. We used to do that.
Ms. STANDSBLACK-CARVER. We still do that.
Mr. DAVIS. Mr. Howe, can you elaborate on the reference you

made to intellectual property issues in your testimony?
Mr. HOWE. I think that it is important for there to be a correct

balance between the rights of the owners of the intellectual prop-
erty being the contractors and the government. Fundamentally in
this area, what the government is trying to obtain is a solution to
a problem. And if the problem can deliver the solution to that prob-
lem, there is no reason for the government to be obtaining any in-
tellectual property rights in all of the research and development
and thinking and know-how that the contractors have put into
that.

Obviously, the government needs a license to use whatever tech-
nological solution is provided, but it does not need any license to
any of the background technology or the preceding intellectual
property.

Mr. DAVIS. OK, great.
Mr. Horn, do you have any other questions? Anyone from the

panel want to add anything in rebuttal or anything that has oc-
curred to you?

Mr. DEVER. Could I make a comment on shared savings propos-
als?

Mr. DAVIS. Sure.
Mr. DEVER. I have had the opportunity to negotiate a limited

number of shared savings, and they tend to be pretty complicated
for a number of reasons. But there are some criteria that we look
at or that we consider before entering into a shared savings agree-
ment that I think you might adopt.

First of all, and it has been brought up, the ability to accurately
benchmark and then measure the savings. If we don’t agree on
what the savings are, it is hard to share.

Second, these are useful to the supplier. They will take some risk
up front on the chance that savings will be delivered, and then
they get paid more as a result. If we are very confident that sav-
ings will come out of that engagement, then there is no need to
share it. OK?

So there is something in between the idea of don’t pay unless
there are results, and we are paying for no results, and that is pay
a fair price and expect and negotiate results. But the shared sav-
ings proposals, there is a tendency to overpay.

Mr. DAVIS. Well, if you don’t know what you are doing, abso-
lutely. I mean, the whole point there is making sure that your gov-
ernment purchasers when they are doing the deal understand
enough technically to know what they ought to get and what that
cost ought to be. And that is difficult. That is where the training
comes in and that is where we are trying to get the private sector
into government and back and forth to understand the different
cultures. It all comes into play. But if you have a smart buyer, and
you don’t want to take the risk at the governmental level of ending
up as we have so many times ended up, buying something that
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doesn’t work or isn’t what we wanted and paying tremendous costs,
share-in-savings is great.

Now, I think that the difficulty we have is, No. 1, you do not
have the tools to do that today. You can try to do it, but it is kind
of convoluted to try and do it within government. And second, this
will be something that your purchasers are going to be reluctant
to use initially, because they are afraid somebody is going to make
a big profit on them. But I will tell you what, it is better for that
to happen than it is to put a lot of money in and end up with noth-
ing, which happens so many times.

I have been on both sides of that equation and it is no fun, and
usually it is the problem with the government just not supervising
the contract correctly, asking for what they want. The nice thing
about the way we are buying things now, the old days when I was
a general counsel, you would respond to an RFP, you would come
in and you would go to the best and final. You always worried
about a bid protest. And at the end of the day, the government
would get something that wasn’t quite what they wanted, but it
met the criteria and it didn’t really work. We wasted a lot of money
that way, not just on lawyers. We also wasted a lot of money on
systems and stuff because you had to justify it and go through too
much external oversight.

There is always a balance to this, and that is what we are trying
to get at. It all starts and ends with having your government em-
ployee, that official on the front lines who is buying for the agen-
cies, and there is an assumption somehow that purchase knows
more about what the agency wants than we do in Congress or the
other people who are not as closely involved are, and that they are
then trained and have the know-how to go out and drive the best
deal for the government.

That takes a lot of training, and it means good people. But if you
have it, that is the way it works. And there are tremendous sav-
ings, in my opinion, that can be made, and that is what we are try-
ing to get at. And I recognize in all of this that somebody is going
to abuse the purchase card. They are going to overcharge, take
their friends out to dinner. I mean, who knows what is going to
happen. You have had that in government, making long-distance
phone calls—you live with a certain amount of that petty stuff be-
cause of what you make up over the long term. But human beings
are human beings, and you want to exercise oversight so that peo-
ple are not constrained from doing this and creating efficiencies,
but on the other hand, enough oversight so that it is not abused.

And what that balance is, I mean if you look at the history of
government procurement, we never quite find the balance. But
there is a recognition of the Federal Government being the largest
purchaser of IT goods in the world today, that we are spending and
wasting billions of dollars, sometimes just because our own rules
and regulations require it. And from my perspective, I would rather
overpay somebody who gives me a system that I can use and ends
up saving me money, than I would to pay somebody who gives me
something I can’t really use. And we see that all too often in gov-
ernment, if you have to make that tradeoff. Hopefully, we do not
have to make the tradeoff.
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And I will tell you the other thing about a share-in-savings con-
tract is you incentivize companies to work efficiently because, No.
1, they are going to eat any problems, they have to eat it, on the
one hand. On the other hand, if they come up with a good solution,
there can be a huge high-end. But again, if you negotiate the agree-
ment bad from the start, then you are going to be overpaying, and
the key is making sure you have an adequate baseline, our people
are trained and we can do that. So that is what we are working
on.

But I appreciate everybody’s comments today, and I think all of
you have been on the front lines of this. We don’t all agree on every
single issue. In fact, I will go back and read the testimony, and I
probably won’t agree with some of the stuff that I thought earlier
in the day, but that is why we hold these hearings. And if we can
continue to have discussions with you and meet with you, maybe
we can come out with something we can at least get a majority of
the committee, at least in the House, to agree to and move it
through.

Thank you all very much. Before we close, again I want to thank
everyone for attending this important oversight hearing. I want to
thank the witnesses. I want to thank my ranking member, Rep-
resentative Turner. I want to thank Mr. Horn who has been a part-
ner in these issues going back several congresses. And I want to
thank my staff for organizing what I think has been a very produc-
tive hearing.

We are going to keep the record open for 2 weeks for anybody
who wants to add anything, get questions through, and the briefing
memorandum will be entered into the record.

These proceedings are closed.
[Whereupon at 4:48 p.m., the subcommittee was adjourned, to re-

convene at the call of the Chair.]
[Additional information submitted for the hearing record follows:]
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